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ABSTRACT -

This publication is designed to provide school _
district administrators apd boards of education with information they
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walues, .fire insurance, liability insurance, student accident .
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-property insurance, package policies,. vorkers® compensatioh
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is intended primarily for use by school officials in California, the
booklet will be of some value to those iin other states as well. The .
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inventory fora, a sample foram for listing school district ihsurance ’
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7. Foreword

/
REY

- I understand that one sentence, with minor variations in‘the wording, survived all three
prior editions of this school business administration publication. Yet, the school insurance
scéne has changed so dramatically in the last few yearshat the authors of this 1977 edition”
could no longer say, as the writers did in 1956 and again in 1963 and 1969, that “Perhaps in
no other phase of their business affairs are school districts so confronted with requests fora__
share of the business as they are for their insurance business.” In:fact most school districts
are now. finding it very difficult, if not impossible, to find insurance carriérs willing to write

. Policies the schools can afford. - - T o
~ . Of cours® by reading the articles that appear so often these days in our daily newspapers,

we can begin to understand.why insurance companies no longer consider schools good risks. -

For éxample‘, the Ridgecrest Datly Independent reported recently on vandalism in a high -
school in its city and, unfortunately, similar reports come from every area of our state:
. Obscenities spray painted on walls, toilets battered into rubble, aftd classroom movie and ovethead

" projectors left in a useless heap were found yesterday in the wake of a weekend rampage. through two
wings of Buiroughs High School. S ' . v - £

Aléng with reports of vandalism, we also find r_epor,t's liket.this one from Tl;e Qavis

Enterprise: ¢ . . 0/‘” o
"~ The public_agencies in Yolo County have not exactly been beset by a flood of lawsuits, but the .

premiums for Jiability insurance have risen steadily and drastically for all -of them. In the past year,
liability .insurance alone for the Davis Joint Unified School District has gone from $24,515 to $40,248,
bringing the total bill from $48,378 0'§75,302. - ; R

. .Although it is easy to cite vandalism as the reason for the dramatic rise in insurance

" premiums, it is not the only reason, according to Roland Smith, Field*Representative-in the .
-Bureau of -Managemerit Services, who has done an in-depth analysis of the problem.
Although Mr. Smith acknowledges that vandalism has certainly been a contributing factor to
the increase in premiums, he says certain insurance company-related.factors also helped
bring about the drastic change in school insurance’ For example, hé reports that insurance
companies lost huge sums by the end of 1975 as a result of “paid ¢laims; inflation, and
‘ncurred claims.” He said one of the main factors for the huge-loss was the résult of court
rulings in the late 1960s that “eroded the statutory immunitjes that had shielded school
districts and other public entities from liability claims.” . .

" The developnients that Mr. Smith has describedcaught many of us in public education by
surprise. In fact until-recently most of us did not even.know what risk management meant. .
And most of our colleges and universities with responsibility ' for training school
administrators did not  include risk management in their couises of study. It is now
.apparent, however, that school atfg‘nir@rators must become skilled in developing loca’ -
programs in workers’ safety and ¥k the reduction of vandalisnt, fire losses, and hazards that
would increase a district’s liability insurance. I hop\e\'!ou find. this publication, Administra- .
tion of tlzq\School District Risk Management Program, helpful it developing such programs.
" However, whatever course' of action we take to protect our schools and, thus, our
_children’s lives, wé must rémind ocurselves as Glenn W. Hoffxpan, Santa Clara County.

Superintendent of Schools, reminded us-in an article he wrote not long ago:
. Y] 1 v d
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e . The single most nmportant factor affegtmg the school building’ s safety i ns the attitude of the neighbors
toward what goes on in the school building. If the school is truly a part.of the community, students and °
’;fidults will valug-it, and damage and defacemfnt of the school property wnll be neghglble berause. its best <
'-protectors wnll Become the people it serves, . .
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district’s insurance Hffaifs. Such regulations generally aré limited to the definition of what
E categories of insurance are mandatory and what catepofies are permissive.
The responsibility for the administration of a school district’s risk management program.

is left with the governing board of fhe district, which must: - _

. .. . &
® Identify local needs consistent with statutory provisions . )

®. Determine local policy * . “ . ; -
® Administer the program : :

TTﬁs manual, a geirisibn of the 1969 manual, is the result of'a joint effort by the California ,
State Department of Educatign and the California Association of School Business Officials.
It is designed to provide®to the governing boards and .administrators ofkschoqlmdisti'icts "
information that they may use to advantage in developing, administering, and evaluating the .
‘district’s risk' management program. e v R

JACQUE T. ROSS .
Chief, Division of -
4dmim‘stmtivg’Service:

WILLIAM D. WHITENECK ~ * -
“Deputy Superintendent . -
. fqrAdministration

K . ‘ JACK LIEBERMANN

Chief, Bureait of
Management Services

. . -  Preface - - . - -

~ Through its Legi la;ure,:Cali,fomié has esta;b'iwhedstaﬂ&ar(s for the handting of ¥ school.
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ST ..i'ChaDterl SR
The School Dlstnct S RISk Management Program .

'Ihe pnmary objectwe. of yisk management has

. been descfibed as the minimization Jof the costs of
risk. The fundamental concept of Fisk. management
is to identify risk, td eliminate or control exposure
to risk, to assume the expense of recurring antici-
pated’ losses, -and- to"insure’ those losses wh:ch are,
not predlctable and which are too much for the'

. udistrict to assume. (See Flgure 1 for a graphic

L,

B

presentation of the risk managemeént concept. ).
-A practical risk management program is essential
“for every school_district regardless of its size or

“location. Accident prevention as a result of risk *

iderjfication, risk eliininatioh, and loss control—
the action ‘taken and ‘the -measure 'of control
* introduced after an incident occurs;-are essential
to minimize -costs in every jUHSdlCthn Smaller
drstncts may find pooling arrangements with other.
" “districts -an effective means of absorbing losses’that
are within their reserving capabilities, while larger
districts may sélf-insyre in largeg amounts or carry
higher deductlbles But all *districts will benef' t
. from good risk management practices.
« While few “districts have the
to employ a full-tie risk xmanager, the risk
management function’$s an administrative responsn-
*-bility that should be asslgned as a spegific duty in

every, dlstnct PxogreSsrve insurance companies;’

agents, and ‘brokers are adopting the concept of
risk maﬁagement and can provide.valuable ,assis-
tance and guidance # the formulation and adminis-
tration of the risk minagetent program,

The purchase of+insurance is.one of the most
perplexmg problems facing school districts govem-
..ing boards. Insurance companies were eager to- bxd
.for school district' business until the Jate_19
* However, since that time school district losses rom
fire, vandalism, and liability have increased rapidly.
‘These losses; plus an uncertain investment ‘matket
for insurance compdnies, have r;e!ulted in, tremen-
dous ‘increases in’insurance premiums for some
districts. Other dJstncts are findmg that certwin
° types of risk covegage premiums have increased to

the point where ‘the ‘cost has caused them - -t

financial capablhty'

-

-assume most.or all of therr own nsks School

drstnct govemmg boards are faced with the diffi-
cult’ decision of how much msuranqe a district can
afford to purfhase and how much risk the dnstnct
can asstme through self-insurance. '

School districts can take positive actions to
reduce msurance custs in the futuré. They can

" improve their image™as a risk group by reducing the

number and ‘the amount of claims. To accqmplish
thxs, the districts as a whole may find it necessary
to institute planned programs in such aréas as
'worker’s sat'etyD teduction of vandalism and fire
losses, and reduction in liability hazards/

. Bxddmg,Pracuces in School Districts

School “districts are not required by" ldw to
secure bids m placing insurance. The statute

" requiring bids before ‘entering into a a contract refers . .

to work to be done or_materials or _plies to be
purchased Insurance <is in neither of these ‘cate-
gories.

Insurance is rot 4 commodlty to be purchased
upon the basis .of prices alcne. In purchasing
insurance, the school district should buy a service
" from. a* company that has the ability to.meet
prescribed obligations promptly. Certainly, the
district must effect: every possible economy in
purchasing insurance; however, sound management

'L

,

"must be mamfamed In placing ipsurance, the \
school djstrict must thereforé consider primarily -*

the ﬁnancxal stabrhty and reputation for perfor:
mance of the insurance company and the reputa-
- tion of the agent who is to represent it. .

- Certain lines of i Insurance, mainly in the casualty
field, are often competitive. Since rates vary, the
school district has* an obligation to piave its*
business with due regard to etonomy. Some school
districts have fouhd, however, that negotiating for
quotatnons “leads-to better results than using a
formal bidding procedure. The ‘advantage of com-
petition tan thus be obtained without placing the
-district in a pdsition where price alone mxght

becomethecontrollmg factor _ v
) N Y -4
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Identification of
risks by program*

G Desired results:
. Mnmmum cost
: @ Adequate n,Tk
coverage -

Estabhshment ofa district risk

. program evaluation procedure
to include:

1 e Management partlclpatlon
® Loss reporting methods .

; R R \
. -

-

*Rtsk programs mclude employee beneflts student insurance, hablhty/nsurance fire.i insurance,

vehicle i msurance workers’ compensatuon and otners

Eyaluatlon of nsks in each
,program by-using a:

o Loss analysis - .
o Cost analysis, = .

Determination of the amount of risk
coverage the district. needs by usmg
acomblnatlon of:*

¢ Self insurance-
® Basic coverage insu rance
® Excess coverage insurance

. ) - 3

)

>
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N n . .. A N v
3 ' . - . ) *a .
. . ~Fig_1._Risk managc..ent system .
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lSistrib;ition of, Insmande Coverage .

Each school district should adopt a definite
policy for the distribution of its insurance cover-

ageugg‘gorm
seek

1.

Fa.

ing this policy, the governing board
ers to the following questlons '

How can t‘he district secure adequate and
economical insurance coverage?

What agents or brokers are willing to part:c:-
pate and upon what basis?

A
f And in answering these questions, the board should
_pay attention to these points: .

1.

2

3.

Insurance must be dealt with as a whole A
sound insurance program cannot result from a
collection of unrelated insurance’ policies.
Lack -of coordination may lead to -adverse

- results, such as policy nonconcurrency, incon- _

sistency in rates, overlapping coverage, and
gaps in the overall program. ~ :
Participafion in school district insurance
carries with it an obligation on the part of the
agent or broker to render competent servide.
The district should insist that those agents or
brokers through - whom .it does business dis-
play a high level of profess:onal ekpertise.

" ~A school district generally uses one of the

1.

- Q)

following procedures in placing its insurance cover-
age: . .

4

-All insurance is handled through vne- insur- -

ance agent or broker who.acts as insurance
adviser to the district.

. The insurance is allocated accordmg to type.-

Under this plan all fite insurance and possibly
some related lines are handled by one agent or
broker, who acts as adviser to thie district on
the lmes'w1th which he or she is concerned.

The other typés of insurance are handled by
different agents. Thus, at least two or more"

ageiits or ‘brokers handle the district’s insur-
-ance.

. The insurance is handled through the local

agents’ association. One member agent is
designated as agent-of-record. This agent

e »

usually acts as linsurance adviser to the dis-* *

tnct .Commissions received by the association
are divided ‘between the agent-of-record and
the association as decided by its membership
or as directed by the district.

T4, Al insurance is handled through a'single agent
or broker, who remits 2 certain portion of the
_commission to other district-selected agents
“or brokers or to his or her association.

Each district should deterniine a policy regard-

ing the placing of insurance. In'working out a plan
" that will meet its particular needs, the district. will
be developing a sound economxcal and efficient

program .

Role of the Insurance Adviset _
Insurance is so fechnical that in many cases

school officials need to depend upon the i insurance
agent or broker for advice. Therefore, an agent’s or
broker’s ability and’ willingness to render.compe-
tent service should be gjven primary consideration
in selecting the person to servé as-the district’s
insurance adviser. The insurance adviser is responsi-
ble for tasks such as the following: |,

1. Advising and assisting the dlstnct in, the
establishment of an effective risk managemment
program. °

2. Advising and assisting the district in securing
and maintaining adequate valuation and pro-
perty recor

3. Recommendmg placement of insurance.

4. Seeking rate reductions through negotiations
with rating bureaus for removal of penalties
and recognition of credits.

5. Assisting in securing favorable insurance rates

by ,suggesting elimination of fire hazards,
suggestmg optimum use of fire-detectmg and
fire-arresting equipment, and reviewing plans
for new buildings to provide maxlmum secu-
rity from fire. *

6. Assisting the district in mamtammg adequate
insurance records-and-files.

7.Providing advice and assistance in the settle-
ment of claims.

r
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Statutory Prowsnons Relatmgio Insurance

California law provides a broad basis upon which
school districts. can develop insurance programs
needed to protect themselves against losses caused
by fire liability resulting from™ accidents or other

causes, firrancial losses resulting from theft; and the . -

like, and to provide for -the welfare of their
employees'in cases of illness or accidents. The legal

.provisiohs pertaining to various types of insurance

are summarized in the following sections of this
chapter,
- Insurance of School Property

1. The insurance of school ‘property is manda-
- tory (Education Code Section 15802
[39601}).1 This provision is interpreted to
mean that fire insurance is required ang that

. other kinds. of property insurande, stich as
insurance against theft, glass breakage, or
boiler démage, are permissive. | S

2. Deductible. insurance may be carried at the
discretion of the governing board (Education
Code Section 15802 [39601]).

3. Eithar the school district or the contractor
may provide for insurance during the course
of construction (Education - Code - Section
15802 [39601]).." -

4. As a protection to the state, the State
.Allocation Board may require school districts
to insure buildings and equipment that are the
property of the state (schools built under the
provisions of Division 14, chapters 8 and 10,
of the Education Code [Division 1, chapters’5

_ and 6]). However, no state funds apportxoned
under the provisions of these chapters may be
used -to pay insurance premiums (Education

Code sections 19410 [15709] and 19564

[16020]).

-

1The corresponding section nd‘%ﬂ in the new (reorganized)
Education Code (effective April 30, 1977) is given, whete applica-
" ble, in brackets after the old section number

Q

r

-

5. School districts- may establish a fund t'or .

losses to property covering deductible .
amounts or noninsured perils (Education -
Code Section45802.l [39602]). .k

. — : .

Liability Insurance

1. Each school district is required to insure
against the liability of, the district for death or
injury to any person and for damage or loss of *
property as a result of any negligent act on
the part of the district, its board members,
off cers, or employees (Educatxon Code Qec— .
tion 10§17 [35208]). s

2. School—4istricts are required not\, only to
insure against their own liability but also to
insure their board members, officers, and?
employees for any pe;sonal liability* that .
might anse from acts performed within the.
scope of their offices or employment (Educa—
tion ‘Code Section.1017 [35208]). -

. 3. School dlstnc;s are permitted to insure

_against the “personal Tiability of the members
"of the board or of any officer or employee of
the school district as an individual for any act
or omission performed in the line of official
duty (Govetrnment Code Section 990). ~

4. School districts, are ‘not permitted to insure -
for judgments against an employee for. puni-
tive or exemplary damages (Govemment Code~
Section 990). -

5.School districts may establish a fund for.
losses from any liability (Education Code
Section\15802.1 [39602]).°

< 7
Workers’ Compensation Irnisurance

1. Division 4 of 'the Labor Code makes all

- employers, including public dgencxes, liable |
for medical and hospital expenses and’ par-.
tially liable for 16ss of income due to i injuiies
sustained by employees in the course of thelr
employment . . ’ -
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A school district must carty insurance to
cover its liability for compensation with the
State Compensation Insurance Fund an t
with any other insurer unless the fund refuses
to accept the risk when the application for
insurance is made (Insurance Code Section
11870). The district may also self-insure for
workers’ compensation (the code refers to
_this as “permissibly uninsured”). The author-
‘ity- for self-msunng Is contained i Section
11870 of the State Insurance Codé and Labor
LCode Section 3700. - .. . v

School districts may establish a fund for
losses under, workers’ compensation (Educa-
tion ‘Code Section 158021) (Se hapter
XIII on self-insugahice.)

4.The county superintenderi of schools may,

with the approval of 'the State Compensation
Insurance Fund, secure under one policy-the

. insurance' needed to, cover thé hablllty for

&

1.

oY

compensation of schpol districts in the
county that consent thereto, pay the pre-

» mium from the county school service, fund, s

and transfer from the funds of the districts to
the County. School Service Fund the amounts
of money required to pay the districts’
proportionate shares of the premium (Educa-
-tion Cdde Section 812 {1252}). -

5. The governing board of a school district may

provide;. for persons authorized by the board
.to perform volunteci- serylces for the district,
insurance coverage that is the same as or
comparable to that provided for its employees,
mcludmg coverage under pronSlOﬂS of Divi-
sion 4 (commencing with "Section 3201) of

~ the. Labor Code (Education Code Section

1019 [35212])

Student Accrdent Insurance

Each district may provrde medical or hospltai
service, or both, through nonprofit mem-

bershlp corporations or through accndent ,

“insurance, for :pupils of the district who are

injured while participating m‘ athletic activities -

“under the jurisdiction of the district. In
either case, the cost may be borne by the
district or may be paid by the:insured pupils
(Education Code Section 11851 [49470]).

2. Each distfict must provide accidental death

insurance in- the amount of $1,500 for each
“ member of an athletic team. In addltlon each
school district must provide insurance protec-
tion for medical and hospital expenses for

3

v

hccrde% bodily injuries 1n the amount of-at .

least $1,500 for any member of an athletic
team transported to or from school or other |
place .of instraction or the place of an athletic’

“event.under the sponsorship or arrangement

of the school district or the student body:
organization. The cost may be borne by the
district, the student body organization, or the -
insured pupils (Education Codé Section

. 31752 [32221]). “Member of an athletic

team” means the member of any extramural
athletic team. “Member of an athletic team”
also includes band or. orchestra 'members,

cheer leaders or their assistants, pompon girls, =~

team managers and their assistants, and any
student or pupil directly assisting in the
athletic event-or activities incidental thereto,
but only while such members are bemg
transported to or from the athletic event

_.(Education Code 31751 £32220]).
3.

Any dlstnet that does not employ at least ﬁve

full-time physicians may nrovide medical or. .
hospital services, or both, through nonprofit. -

membership corporations or through accident

ihsurance for " all pupils of the district Ifor -

injuries sustalned on. school premises" w ile

*pupils are in required attendance or while

they are being transported by the. dlStrlCt ’I‘he
cost may be paid from the funds of the school
district or by tlie insured pupils (EduCatlon

Code Section 11853 [49472] and Insurance .

Codeé Section 11512.4).

4. Group, blanket, oriadividual student accrdent
- policies may be provided or made available by

a school district, but students may not be
required to accept the services provided under
the policies-(Education Code sections 11851

. and 11843 [49470 and 49472]). The govetn-

.ing board may authorize-the distribution by

school district personnel of printed matter

[

furnished by the insurance corhpany or mem- .

bershlp corporation (Education €ode Section
11854 [49473)).

- Accident insurance may be purchased from,
or membershlps may be taken in, only those -

companies -or corporatlons author}zed to do
busmess in the state of California (Educatloa
Codle Section 11851 [49470])

available medical and hospital services for-
junior high school or high school students
who are 1njured while participating in athletic
activities, the board must notify in writing the
parent or guardian of each student that these

w

16

-If a school district does not provide or' make'
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services are lacking (Education Code Sectlon
11852 [49471}), - - ‘
7. School districts conducting excursions and
field trips shall’ provide or make available
medical or hospitai service for pupils injured

while artlclpatmg in such excursions and
- field trips (Educatlon Code Section 1082
[35331])

r

Group lnsuranoe for School Employees

1 A school district. may adopt a system ‘of group
" life, ‘disability, accident, and health insurance
for theé benefit of its officers emploﬁes and
retlred“.employees who elect td a pt the
,benefﬁcs -and who authorize dedugtion of the
msurance premlums “From-their salaries (Edu-
cation’ Code Secti§n 13009 [44041] arid.
Govemment«Code Sectlon 53201).

2.A school dnstnct may adopt a system._of
medical and- hospntal services' through non-
* profit membershlp corporatlons for, the bene-
" fit_of its employees who elect to accept the
 benéfits (Government Code Section 53202. n.’
+3: A district may authorize the payment from
district funds of any portlon ‘of the premiums
Jor. membership - dugs for group life, accident,
"or lealth, insu ancg, or for medical or. hospltal
“services for d&\‘;ers and employees of the
district (Government. Code Section 53205).

The same provaly to premiums for
sgroup accident and health insurance and to
medical and hospital servkchnsurance for a
spouse or dependent children of an officer or

employee of the. dlstpct/(’Govefhment Code
Section 53205 . .

A Fidelity Bonds -

1. Each school employee who handles school
district funds must be bonded under a suit-
able bond’ mdemmfymg the district against
loss (Education Code Section'17207 [41021]).

2. School employees who handle school district
property may, at the discretion of the board,
be required to be bogded (Educatlon Code
Section, 17207 {410211}Y).

LAY

.

3. Fidelity bonds may be jin the form of a name °

schedule bond, a schedule position bond, or a

-. blanket bond (Educatlon Code Section 17207
-[410211).

» 4. The officer in charge of the revolving cash

fund of a school district must be bonded in an

Y& amount equal to twice the amount of the

type/.specified in Education Code Section

17 41021] or by a faithful performance-
type .bond (Education Code Sectxon 21302
[428011]).

5. The cost of requlred ﬁdehty bonds must be

v _revolying eash fund. The bond may be of the
7

paid from the funds of the school district

(Education Code sections 17207 and 21302
{41021 and 42801]) s

hd

General Iniormatlon ! s '

1, School districts may-join undér a Jomt !
y agreement to provide for insurance co ‘erage
. (Education.Code %ctxoﬁr 15802.2 [39603]).-
2. School distriéts are permitted ta.provide for

- volunteer workers insurance ‘coverage that.is,

comparable, to that furnished regular
employees (Educatlon Code Sectlon 1019
[35212}]). - .

ot
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2. LY

T Insurable Values T

Insurable value is deﬁned as the replacement
‘cost of a property less deprecxatron and less
-noninsurable or excluded items, including under-
‘ ground piping, foundatrons and land. A property
. may also "be insured for the cost to replace or
rebuild it with like kind and quality at current
.market " costs without allowance' for deprecxatlon
Thorough °knowledge of the cument, value of

: 'rproperty insured 1s necessary foN the following.

I'CQSOI‘IS @

-~

I The value of the property must be determined -

before it is possible to know how much
insurance to buy. : . -
. 2. When fire.insurance policies are t6 be pur-
- chaSed or renewed, a statement of values must
be filed with the insurer or its rating agency.,
3. When schiool 'fire insurance is written with a
cornsurance or average clause, the ingured
must maintain a specified ratio of i 1nsurance
to valué to avoid penalty for partial losses. In
the event of loss, the district must be able to
establish that 1t is carrying an. amount of
insurance sufficient to comply with he coin-
. surance clause ‘ , "
School fire 1nsurance generally is ~wntte on a
Dblanket basis; that is,- burldmgs and contents are
- insured-as a single ifem ori an average rate. The’

«-. problents’ involved in “determi 'ng the’ value of,

‘property -in ‘each of these. two ¢ tegories .dre quite
different. It is desirable to consider the problems
of property. apprarsal for buxldm separate from
‘the contents !

¢

Appralsal of Buildingp
“The following methods are used by school

C dxstncts to ascertain‘building values: .

. 1.’Appraisal made by an mdependent firm .
. 2. Apprdisal made by an insurance company
-3 Apprarsal made by the district ~ .. ..

-t

L3

4. Estimate bascd on construction cost data
) apprarsals made by the district staff

Formal Appuisals _ \, -

A commerctal firm of appraisers usually makes
the most.accurate estimates of the insurable values
of buildings. The cost of thls service, however, may
preventitsuse.,

School districts should consrder employxng an
appraisal firm under. the followmg c1rcumstances

- 1. When dn.older building for which there isno . .-
recent; of adequate apprarsal mformatton is .
. xmvolved“ .
« 2. When an unusual’ structure, such as.an aban- .
doned or condemned bulldmg, isinvolved .
3. When complete and accurate bulldxng cost o -,
‘data are lackrng . )

x

'A(f\ ‘

lnsurance Company Appraisals - ¥
) To establxsh insurable values, “a.school- district
may use the services of an msurance company in
“the followmg ways!

1.’An appraisal established by a ,profe'ssxonal et
appraisal firm may be updated penodxcally "

" . ‘and may be kept current. e
2. The insurance compary may estabhsh the
orrgmal apprarsal and may provide; perrodxc
revxsxons : & c

DnstrictApprawals o o
" “The State Allocatlon Board has establxshed a
. method for defermining building cost allowances
-under the-State Bulldmg Aid Law. The following is
a procedure used in computmg replacement value:

1. From the ﬂoor plan of a spetific burldlng:
identify each space (classroom, gymnasium,
and toilet faciliti¢s), and determine the nums,
Ber of square feét in each space. :

2. Find the appropriate unit cost per square foot

. dor gach of the identified spaces from the
> Base Schedule of Allowable Umt Costs for ™ /

. wy e

[ ot .

-]
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y this factor to the approprrate unit

" cost per square foot.

4. Adjust the unit cost per square foot by the
latest periodic index adjustment factor estab-
lished by the State Allocations Board.

5. Compute, the replacement cost ofeach space,
and then add the costs of all the’ spaces to
obtain an insurable replacement cost based on
the state aid maximum allowable for the
building.

6. Apply the adjustment for small burldmg areas,
-if applrcable

.

Constructnon Cost Pata Apprarsals

The ,contract cést of a burldmg can provide the
basis for an appraisal, provided the followmg
conditidns are met:

1. The' data on original cost are complete and
accurate.,
2. The costs of all alteratlons, replacements, or
< modemlzatrons are reported. -
3. The data-are' in such form that the cost of s
excluded items can be separated from the cost
.~ of.insurables. . - i
4. The original cost is related to replacement
cost based on building cost.indexes.
.Adjustment is made for depreciation, except
where insurance rs wr1tten on a replacement
. cost basrs' E .
Appralsal Program Gurdelmes Pt
To determme the msurable values of its build- ~
‘ugs, a school district may establish an -appraisal

. program such as the following:

1. Establish a starting point. For older bulldrngs,
secureran appraisal, preferably from a firm of
. professronal insurance appraisers. For new

-+ buildings, record contract cost data. The cost

of noninsurables must be excluded.
2. Determine current replacement cost each
year. The building cost index can be applied
. to adjust all. buxldmg cost figures .so that
-. changes in-cost dre teflected. All valid former.
appraisal ﬁgures can be adjusted in this way
regardless of how the apprarsals were made
- ongrnally

2Applicait Handbook: State School BmIdmg Aid, Prepared by
the Qffice of Local Assistance. Sactamento: California Department
of General Scmces, 1976, Section A- 1600

A Y
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s. 3. Determine the amount of\ depreciatioh. Sub-

£

tract that amount from the adjusté \rep\ace- N

ment cost todetermine the insurable value. -

- 4. Ask an insurance company to survey msurable
values: Do this whenever established insurable”
valyes become questionable for any reasod. If
a - question still remains, a similar school
property may be appraised by a professional_

. appralsal agency.

Depreclatxon Factors

The.school district should always purchase insur-

ance for a building on a replacement cost basis. In
the event of loss, the\building is replaced at no
additional cost to the school district because of

depreciated value or increased costs of constiuc-’

tion. When insurance is wriften ‘on_a depreciated
- basis, depreciation can be figured .as follows, with
- the maximum amount of depreciation not to
exceed 70 percent:

1. Flreproof construction (1% percent per. year),

Includes exterior and interios bearing walls.of
. apprfwed masonry Qr rei for.ed -concrete;
* building frame’of steel or reinforced concrete;
'and 1ntenor walls, floors, roofs, and perma-
fient partitiohs pr less than four—houn fire-
resistive ratin

-2

'V\“

\\:

N\t

2. Other masdmy,;o concrete constructzon (1% -

<7 percent.per year). Includes extenor walls of

approved masonry or reinforced’ concrete and
interior walls, flgors, roofs,.and partitions of
less, than f our-hour ﬁre-resxstxve rating. |

3. Lxght noncombustzble sconstruction (2.per- -

ent per year).” Includes exterior walls of

*  noncombustible materials with at least a.

two-hour., fire-resistive rating and inferior

. members of noncombustible matgrials, . .
4. Frame construction (2’/2 percent per year). i’

Includes buildings in which exterior walls and
.~ interior construction ‘are whoLy or partly of
wood, including masonry venéer, and stucco®

. on frame buildings.

5. Unprotected metal construction (3’/2 percent
per year). Includes structural supports of
unprotected metal and walls «and -roofs of
sheet metal or vof other noncombustlble
-matenals - S

Thﬁe depreclatlon rates are considered by many
insurance experts to be high. Some valuation

services used by insurance companies hold that, if a-

building is being used for the purpose for which it -

was constructed, the total depreciation should not
exceed 50 percent. To avoid a comsuraxg:e penalty

19




under -the terms of. the “ayerage _clause”.'-of the

policy, eaéh school district should consult with
competent specialists (architects, insurance agents,
insurance company engineers, and appraisers)
before. establishing dé‘prebratron rates on specrfrc
buildings, - ’
Although the ong:nal cost of a structure “has
historical srgmﬁcance the insurable value of the
structure is always determined in reference to its
current replacement gbst. Before ad_pustmen.ts for
depreciation are made, the current, replacement
cost of an identical structure. at the gwen location

~~~~~

costs by monthsand year' ,shguld be used for this
purpose. Indexes are calculated on a regional basis

and are esSentlai in keeping valuation records

current.

Appraisal-of Contents

* The purposes of the contents’ appralsal program
are (1) to establish insurable values to determine
the famount of insurance to be carried; and (2) to
.establish; a basis for reachlng a settlement ‘in the

- évent of a loss. Contents 1ncﬁ;de supplies, equ1p~

-

. ment, and fumrshrngs that although housed in_a

building, neither constitute an integral JBart of the

building nor are. permanently attached ,'to/ the

building.®> Since such,a definition is generl in

nature, many items of {ixed equipment com only -

“found in schools may be classed erther as contents
or as parts of the building. Items included in this

-

Tist -are chalkhoards, biilletin bdards, large display . -

cases,ﬂofﬁce counters shop machinery, unit heat-
ing or ventlll ating equrpment benches, and tables

r desks that are attached to the floor or wall. For
good management of the school dlStrlCt s insurance

" /program, the follow1ng considerations ,sh\ould be

kept in mind in dealing with such 1te.ms“

l The school district usually determ;nes whether
borderline items are to be considered as con-
tents or.as part of the building in which they

. are found.

. All items of valuc are to be included as e.lther
building or contents nothing is to be counted
twide,

. When burldlng rates are lower than content
rates, it is usually advantageous to. include
items that can’ be considered permanéhtly
fixed as part of the burldrng rather than as
contents.” ’

’

3Chl|'fomm .ochool Accounting Manual (1976 edition). School
Business Administration Publication No. 8. Sacramento: California
State Depast

nt of Education, 1976, Part IV. -
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'Contents Valuation

The means commonly used by SChool drstrlcts to
determine value of buildings are also used * to -
determine value of contents. These means are the
follong

l Appralsal made By firms of professrenal
appraisers, - . S

N Appraisal made by an insurance company

3. Estimate made by the district, based on .
purchase cost data

Building appraisal and contents appraisal pro-
grams differ in procedures used to maintain.an -
up-to-date record of values. This difference results *
from _the relative itnpermanence of ,furniture and,
equipment. - . 3

The nature of contents may be descrlbed as
follows |- . . -

1. Acqulsrtlon ‘of items is more or less»con‘tmu-
dus!

2. Replacement of items is relatrvely frequent )

3. The bihit value :of items varies greatly ‘ | -
Ite S ar subject to ‘removal and relodation. / -

ecause of the' 1nhe"ently transrent ‘nature of ./
conten the apprarsal[program must provrde for . [,
_value as'of a given date but must also provide fora.”
system of records to keep valuation data current.

A Y

" (See Appendnf A, “Suggested lnventory Proce-

dures,” and Appendrx B, “Sample Inventory

1

!
Contents Records Y el
Attt

An effectrve 1nventory record system for an§ -
school drstnct should produce necessary informA-
tion as economrcally as possible. In deciding whag"
records to maintain, each district should welgh
carefully the use to rbe made of recorded, data

'
R

_ against the cost of mamtamm" the records. The -

two basic insurance requirements “that the contents
records program should provide are:

l. Informatlon for dctermmmg the amount of
insurance to carry

L 2. Recorgs that are sufflcrent to estabhsh proof
. of loss .

In determrnlng the most economical means of «
meeting these requrrements, the followmg points -
should be. consrdered .

l.In general,‘the kind and value of contents in
one classroom are likely to be srmllar to those
in other classrooms. *

2. In reguiar classrooms the chief varrable in the

' number of units during a school year is the -
number of student desks or clharrs and the ~

-

210 Y N ‘ . . .
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"Coments Appraisal Program L |

amount of “floating” equipment, such as

. maps and audiovisual equipment.
3.1In the event of loss, , enrollment records and
statements of teachers are strong evidence in
establlshmg the number of student desks and "
other. major items of equipment. .
. In“the évent of loss, the valye of items can be
approxrmated by apprarsmg the value of
similar items in prototype classrooms. Even if
elaborate records are maintained, such a

comparison is a major consideration in reach- ..

ing a settlement.

”

N

. e - !

Contents Depreciation s
Deprecratron of schogl equlpment varies widely
because of differences in maintenance and replace-
ment policies. Unless accurate records of equip-
ment depreciation are maintained, an annual aggre-

-

“gate depreciation factor should be applre? with the
.approval of the insurance carrier) - .

e,

r’l
.
i To keep an accurate account of the value of the/

- 3

contents of ‘buildi hgs, a schoo} dlSt ct ‘should -,

establish a content  appraisal program $uch as the
folfomng " '/ l

l Determme what items are to be considefed as
- /contents All items_ of value should be

included -either as parts of burldmgs or as
contents. No iteni should be! counted more

/

L . AR
than once. Because premlum rates are lower
for~buildings than for contents, borderline
items sHould be considered part of the Burld-
ing rather than as contents. The mventory ’
should be made annually room by room and
building by building. It may be made by.the
teaching staff at the end of the school year.

. Id8ntify articles” that have high unit_value,

such as projectors and, office. machines. The’
manufacturer’s serial number may be used, or
the asticies may be tagged- For each such

i 1tem, maintain an ‘individual record identify-

ing the article and recordmg the dafe of

- acquisition and the purchase pnce

. Keep the

. Price each item inventoriéd *on the basis of

current market prices so that it may be
replaced with a new article of sfitilar kind.

. Total and summarize the cost/data for the

contents of each_’buxldmg

9. Adjust the total value of the o(:qulprﬁ’ent for - -{~

depreciation. If a consrsten pdlicy:of mainte;

: nance : and replacement of all equipment 1sl

followed a schoolwide or istrictwide depre-
cia 10[: rate of from 25 perce’f\t to 33ﬁ/3
petcent is usually, reaso able. : .

. Mamtam ‘on a district basis separate records of -
all acqursrtrons and all etirements. .
. Provide for recordm

transfers of. items of

equrpment from one s hool.to another school.
inventory in & fireproof safe or, -

preferab y, keep a second;z:opy elsewhere o
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F|re Insuranqe —

3 . ) N

An adequate' fire insurance program is esgéntlal use of a agreed-amount clause Under this clause /

to the maintenance of a school district’s pl tand the insu ed and the company agree to values. Ea h i

educational program. A standard (fire insurance _ year th

' pohcy provides protectlon against losses re{sultmg and if gcceptable to the_company, the agreement i 1s -
* from" fire and lightning and, by endoréement extendg¢d. During the time that the’ agreed-:amount

- .covers additional perils Sluchgas vandath,m and  clausefis in effect, the coinsurance clause dofs not ‘
malicious mischief. In smaller districts, combmmg apply and the msured canrct be penahzed ' .-
grtr:e :r&celml:;aglgty coverage in a_ package policy is Aétual Cash Value Versus . ;

. . Experienc suggests that all policies should - Replicement Cost o -
require that a notice of cancellation be given ‘at Actual cash value, which is ¢He basis of valuation
least 90 days in advance to allow, sufﬁclent timeto  in a standard fire insurance policy, amounts to
_ obtain"other coverage. replacement cost less depreciation., If insurance is ;
Most companies follow IS0 (Insurance Serv1ce puarchased on- this basrs, the school district must _
‘Office, the recogmzed governing body for property  * make a contribution to offset the depreciation loss )
and liability insurance rates and’ fornis) rules, But because they are usually unable to set aside, 5,
W‘luch no longer permit term discounts for fire funds:for depreciation, school drstncts frequently
insufance prem1ums Most insurance companies purchase insurance on a replacement cost basis for
rerate all their pOllCleS on an annual basis, even both buildings and bulldmg contents. Paying the
t.hpugh they are, wnifen for a term longer than one' 'small additional premium for replacement cost
year. % . T . .+ v coverage is a good alternative to paying a substan-
o - tial amountin the event of loss., * » o
[V Average-Clause f‘overage (Coinsurance) ( . .
- Averageclause coverage (Coinsurance) is a fire s Stop-Loss Insurance
* insurancg plan under which the insured receives a o ' Stop-loss mszr’ance is the purchase of enough .
lower rate on his or her insuranée if he or she coverage to protect a schoo! district agamst its
carries-an amount of insurance .equal to a certain °  deterrnined maximum possible and maximum ¢

percent of thev value of the property.If the person . probable l6ss exposures. The stop-loss insurance * .
fails to carry this amount, he or shclspenahzed m; amount is lower tHan thes total of the school . * I-

the event of a loss. Coinsurance is usually carried if district’s. building and ccntents values, and At 1s ;
the anrount of 80 percent or,90 percent. There- pmpomted to the maximum loss exposure-dreas.”
fore, assuming 90 percent comsurance a property The insurance company thus has lower limits of

. worth $100,000 must be covered,by»a¢$90‘000 insurance .under its policy and does not need to
polrcy to collect a loss in full.-If only’ $60,QOO in « purchase the amount of reinsurande protectlon

insurance coverage is carried, recovery is 6"4 or that it would if it were writing a policy msurmg
two-thlrds of the loss total values. The premiym cost of the policy is
; T therefore less, without the’ cost of- reinsurance N
oL Agreed-Amount Clause : which would. otherwise be needed, and the"policy
) Some insureds may fear, particularly in penods coverage is tailored economically .to the- true
of. mﬂatloh that they have 4nsfficient insurance . catastrophe loss-exposiires of the schodl district.
coverage 5nd «are, therefore,-subject to a coin- Avariation of stop-loss philosophy requjres the -
-'surance penalty Tlus fear can be ehmmated b}( the school district to assume a large deductible; and [

‘n.
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after therdggregate of individual fire losses above
$1,000 have equaled the deductible, the insurance
" company then covers all losses for the remainder of
the contract period. .. .

s
K

Forms and Rating Plans ' o

. Coverage on school property may be written in
several ways. No single, plan will be best for all
school .districts. The services'of a competent agent
or an agents’ association may be used fo feview the

v needs of the district and to recommend the most

“suitable program. The following forms and plans

. should ke consxdered

- 1. Multiple- Iocatron burldmg and equrpment
- plan. Thi¢ rating plan is a part of the ﬁre ’

( policy with the school form attached and i is.’

N subject to the perils of fire, extended coverage
losses, and vandalism. Reductlons from nor-
mal rates of 20 percent.to 40 percent may"
‘obtained where lossg.xpenence has been
.favorable. To be eligible, a district must meet

-~ the following conditionsz: *' v -
¢+ a. Twe or more locations ar®™equireq, Each

separately rated building or structure: is- .
considered to_be a separate location.

- The sum of values elsewhere than at the

principal location must eqlfal -at least 10 -/
percent of total value and must ampount to

¢

Lo at least $50,000.

. A ccinsurance clause of at least 90 perce
- « must apply. ..
. A basic premium of at least $1 000 must be
developed The basic premium is the total
. premium computed'upon values submitted
*.in the. application for, average rate, includ-
ing premiums for coverage against trre,
- extended coverage losses, mallclous mis-
* & .~chief, and vandalism. .

" 2. Public and/ mstttuttonél property form (PIP).
Use of this plan requires an antiual inspestion
of all property by the rating bureau - or
compdny and two inspections annually by the
-insured. Cooperation of the insured in com-

' plying with recommendations is an integral

part of this program. The PIP form contains

the following features: :

a. The-coverage niay be blanket insurance on
- a specific schedule or it may bé a combina-
tion of blanket and specific insurance with
90 percent or 100 percent i insurance. -~ .

'b. The form prov1des an agreed amount that is
. to be either 90 percent of 100 percent of
the amount shown in the statement of

5

o
*

-

"3& v 3. Package. polzcy plan A multlple-lrne package

L3

» =, coverage: additional insurancé on personal

" institutional property form, and the liability

- fidelity, money-and securities, burglary, and

&

- mium. These policies may reduce-gaps or

4.

.favorably with other methods of writing

R

Y
-
.,

— b ¢ ) °
values. The agreed amount must.be renewed
each year.

*c.. The plan provides coverage agamst the ~
perils of fire, extended coverage losses, and
vandafism.

b Q

d. A multipledocation credit of 15 percent is-
dllowed for all penls covered.

e. No_surcharge is {equlred for adverse experi-,

ence. = | - ’

f A 3100 deductible is required on all perils.
* The -deductible applies, separately to each
" building (mcludmg confents) and to per-
sonal property in- the open. The aggregate
deductible amounts to $1,000 ‘per’ occur-
rence.

g A replacement cost"endorsement applymg‘ ’
to both buildings and equipment and not
requiring rebuilding on the same: pr,emlses
may be attached. : .

h. The plan c‘}alls for an annual premlum of‘at
least SSOO .o .

i. The prescnbed form contams eéxtensions of*

property away from the premises; personal
. property of employees; newly. vaulred
property, and valuable papers

plan* may include both property ang casualty
coverage in a single policy This form of
coverage has many advantages ‘and compares

1nsurance The property coverage is basxcally‘
the same as that fourd in the public and

coverage is normally liKe that' of the compre- , -
hensive general liability policy. Many other:
coverages, such as automotive, steam boiler,

all-risk floaters may be added to the package...
Package policies have-many- advantages for the -
insured, such as the convenience of one
polrcy, one expiration date, and one pres

>
Additional perils. In addition to the standard
perils ¢Y fire, extended coverage losses, and
vandalism and malicious mischief, the plans
previously , desctibed may- be broadened to
cover additio ]al perils:as follows:

“ | .
!.

duplications in coverage. . )




.

-

. . . .
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. . .

. a. Opticnal perils (broad-, form perils endorse-
_ mient). Policies may be extended to cover -
falhng objects; weight of ice, snow, or sleet;
collapse of. buildings; water escape; and
.freezing of plumbing and heating systems.

~, . - b.Special extended tcoverage endorsement.

_This endorsement extends the pohéy to.
“include not only the perils listed in the
previous paragraph but all other risks of
physrcal loss, subject to sustomary exclu-
sions, which include war, ﬂood and earth-
quake. Earthquake may be covered sepa-
rately if desired: - ‘

Deductibjes = .
' *In developing its insurange program, a school

v

[

’A ~
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.j Extenslm of Coverage

The insurance plans identified in Table 1 contain
certain extensnons of coverage of varymg signifi-
cance which can be of 1mportance in some .
instances. |~ .

If one or mote school burldmgs Wer

damnaged, ,the cost of carrying on necess#®¥% opera-

- tions could+be substantial and the doverage of

$5,000 *grossly inadequate. A plan may.. be -
developed as to what actions would be taken if a
building becamé untenantable. An estimate may
then be made of all initial and contmumg mcreased
costs of 'operatron, and adequate ‘extra-expense”
insurance cari be purchased as required. .
Valuable papers should be kept in fire-resistive
cabinets for protection against damage or destruc-

district should consider deductible coverage tion, and a school district should consider “all-
because the drstnct wrll probably not benefit from«  risk” msarance toreplace damaged or destroyed
Kmbursemeht for many smatl’ clarms records. e . \ -
” - ° . - - ) .
' ~ * TABLE1 s
ot _ Insurance Plan Extensions of faverage
: r
. Extensrons covered by the type of insurance plan
. . ' ) Stardard .. PIP Package
« * Type of extension fire form | form~ plan
- Personal property of employees T Yes, “ Yes ) Yess .
(up to $§,000) A : . .
Personal property off-premises . . , Yes ’ Yes‘ - . ?e"s
-(up to $5,000). <. )
. Co . =
Extra expense (up to $5,000) +Yes v No . Yes
- Valuable papers (up to $5,000) . No Yes . Yes
‘ Ne\yly acquired property ) No _ Yes - Yes
(up to SIOO 000) ] o, ¢
Trees plants and shrubs o No - , ’ No Yes

o
oy

riusly >
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Because of the doctrine of governmental immu-
nity, schooldistricts in"some states are not subject
to full liability ” for torts committéd by their
officers, agents, or employees. In Cdlifornia, school
Jdistyicts have legal responsibility for the negligence
of their employees ang for dangerous or defective
conditions of school property. Scheool district
liability .may result from any of the foltowing
“tircumstances: ' .

Y. Injury to pupils resulting from failure to
.provide adequate supervision. The school dis-
trict has a responsibility. to provide super:
vision for .pupils. Failure to provide this

"-'C_I'_gépte.rvi ' S
-, -diability Insurancé" B

{

supervision :may be construed as negligence. "'

2:Injury to person or property resulting from
the neglig rice of officers or employees of the

district or of anyonz authorized to-act for the

. School district. In general, negligénce means,

-

4

would’ be expected to act under like circum-

— stances. Since this definition is subject to very - * .

failure to act as a reasonably prudent person,

~.--broad . intérpretation, the school district’s

. exposure to a liability claim may be consider-
able. ‘ ) '

3. Injury . to person,or property :resulting fro

Jailure to maintain a safe place or to conduft +

* operations in a safe manner. Because of
statutory distinctions, cities and school dis-

. tricts, even when they operate identical recre-
ation programs, are subject to different liabil-
ities. Since a’ school district is responsible for
providing adequate supervisich, failurg to do
so may render the school district liable.

~—Liability of School Districts and
: : Schdol Personnel *-
- The following sections from tne. Government
Code and the Civil Code specify the liability of
“_—school districts and"their personnel: “ .
- . . s
> ’%ment Codeé Section 815.2 proyides that:

v (a) A public entity is liable for injury proximately.
.caused by an act or omission of an employee of

R ]

— . - »

a

~

4

moes.

"district and its personnel to liability sujts. -
" Therefore, the California Legislature has madé it

-3

L] .

the public entity within the. scope of -his,
employment {fthe 3ct or orfiission would, apart
from this section, have given rise to 2 <ause of
action ~against that employee or, his personal
representative. . .
€b) Except as otherwise provided by statute, a public '
.+ entity is not liable for an injury resulting from an
act or omission or an ¢émployee of the public .
entity. where* the employee is immune from *
y liabi_lity. . . . R
2. Government Code Section. 820 provides that -
“.--a public empldyee is liable for injury °
caused by his act or omission to the same
extent as a private person.” These  code
sections' are modified by-specific immunities *
provided in Government Code sections 820,2
through 822.2. Thé most important section is -
Section :820.2: . :. a public employee is not
liable for am injury resuiting from his act or
. omission where the act or omission was the"
result of the exercise of the discsetion®vésted

y A .
’ ¢

. Civil Code Section 1714 states: .

¢ Everyone is responsible, not only for the result of his
‘wilfull acts, but also for an injury occasioned to **
another by his want of ordin® care or skill in the .
management of his property or person, except so far-
as the latter has, wilfiilly or by want of ordinary care,
brought the injury upbn himself. . .

s

L]

v

14

. Purpose of Liability Intsurance - s :
" The nature of the school operation and of the
statutory liabiliy involved exposes both,the school

v

mandatory that each school district carry insurance
covering the legal ligbility of the district gnd the
personal liability of -its board members and .
employees when they are acting within the scope
of their office or employment. A school district
may insure, against the personal liability of its
officers and empldyees for any act or.omission
performed in the Scope -of employment. In 1967

-~




1019¢[35212],' which:authorizés the govemmg
board of a school district to ‘provide. insurance
.coverage for persons authonzed by th¢ board to
perform volunteer services for the school district.
Liability insurance is written to cover those who «
are named as msured in the agreement of policy.
Since members of govemmg boards of distncts and
. district employees must be “covered, all. must- be
named as a group in the’ palicy,btherwxse they
not covered. ;To coniply with this requireme ,a
. governing board should include the insured if its
“agreement in 4 form that covers school district

. reads in part: “The : School
Drslﬁfyt »the ‘members of the governing board, and
- employees; , individually - and collectively when
acting wrthm the scope of their office or
employment. . .. " Althougli, such a statement ¢ _
, probably covers employees Avhile working with
student body -otgamzations,b confusion may be
¢ avoided by'including astatement to_the effect that
membprs of .student body organizations while
under- the jurisdiction of the governing board are
amon? the named insured. Since liability coverage

wordmg of this type: “Other terms and conaitions
,of this policy, natwithstanding, it i$ agreed that this
-policy shall cover that wh his required to be
. insuréd under ¢ provisions Education Code Sec-
tion'1017” [35208]. |
'+ Schoeol districts :now must cover off icers and
employees against ordinary on-the-Job diability.

“construed as either on-the-job or as personal acts
. even though they arise from job. responsibilities;
e.g., libel, slander, false’ arrest, malicious prosecu-
tion, and trespassing. Such risks are not always
.clearly considered by law to represént on-the-job
liability and are not covered by _an ordinary
liability polrcy School officers and emplayeés may
be “insured against such risks under provisions -of
Government Code sections 989 and 990, ‘which
cover any act, or omission within the scope of
“employment. Such cOverage under the district’s
. liability policy requires a speclal endorsement.

- The coverage that liability 'msurance ordinarily
prov1des includes the following: - ,.

1. Investigation of all liability claims '

(3 4\_—_ ‘I Se ’ *

"The correspondlng section number in the new (reorgamzed)

} Education Code (effective April 30, 1977) is ngen where applica-
ble, in brackets after the old section number. -

[y

the Legislature adopted Education Code Se¢tion .

per'onnel as well as the distm.t A tygical inclusion *

is mandatory, the policy should be endorsed with

However, .a number- of borderline risks may be .

Y .

2. Defense agzinst all Hability _ suits btought
against the district, members of the govemmg
board, or employees, whether the’ surts are

. » justified’ ornot . )

3. Payment of all court Judgments or payments
in anticipation of* possible judgments, within
" the limits of the policy, in- which liability has

™ béen charged but not. prov’ed (settlement out
- of court) f .\

,

- 4. Payment~oi all court costs lévred agamst the -

dist{ict, -its board members,or’ employees, and
of interest accrumg after-entry of judgment,
. as well as premitms on-attéchment appeal
and bail bonds

When school property or facilities are bein'g used

- or leased for other. than schoo}..purposes, the

district should inform the user- of‘ his or her -.
possible liability and shouild tequire 4 certificate of -~
insurance naming the sehool»dlstnct as the addi- -

*tional insured for any claims resu!tmg from the
user’s-activities. T .
Liability ‘lnsurance Policles .o

Relationships that can give rise-to lia‘bihty claims
are numerous. Although Jiability insurance that,
covers. specifically enumerated hazards may be
secired, the district should secure comprehenswe
liability insurance that covers all legal liability. -

The policy*form for, liability coverage contams
the following fdlir divisions: s )

1. Insuring agreements. This section speciﬁcally
defines the responsibilities .of the insuring
‘company.

2. Exclusions.. Ordmanly, exclusions, should be
limited to liability covered by workers’ com-
pensation insurancé or. other insurance, Most
pohcies, however, contain’ many. other.exclu-
sions that may or may hot be removed
depending on the’ wmannet in- whn:h a

- “1017-covefage™ endorSement is worded. *

3. Conditions. This section defines the respbnSi-_
bilities of the,school district under the agree-
ment, and.it describes the procedures to‘be
follpwed ¢

" 4. Definitions and specraI features ‘ThlS section
. defines the.hazards to be covered’ describes
.the property involved, and’ ‘séts forth any

- ‘special features¢of the policy

Accident and health jnsurarice ghould ‘not be . -

confused ‘with liability- insurance.. An’ ‘mjury
suffered by a pupil or other person in- an.gccident

in which negligence of the msured school district* - .

. ~. S e

.

..
2

’
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or its em 19yees is not a factor does not represent 3. Prepare-a district prospectus.

a circumstance in which the school district has a 4. Establish an adequate recordkeepihg system.

legal obhgatmn to the injured party. Therefore, 5. Maintain an active program of accident pre- .

such accident cases are, not covered by llablhty . vention.

insurance. ) s . L ot
Protection ‘may be obtained for medical Self-Insured Protection

expenses Ancurred by "or. for any person who ‘Education Code Section 1250 [35214] permits

sustains \bOdﬂY ifury caused by an accident while™  any schook district to self-insure, as provided in

he or she is on the property of the insured with his Section 1017 [35208]). The governing board may

Or her permission, eveh though the insured is not  * provide protection against liability, partly by means

legally liable. While this cqverage, known as medi- G of its own funds anu partly by means of insurance .

ci}l payments coverage, does Yot represent a written by insurance companies, Education Code

lfability hazard, it may be included in the compre-  Section 15802.1 [39602] provides for establishing

hensive llablllty policy. Coverage may be written to’ . a fund fog liability losses. For additional informa-..

apply to ‘vehicular accidents only, or it may ke tion on self-msurance refer 10 Chapter XIII in thxs

included in the comprehensive Hability policy 1o manual.- N

cover other types of accideiits.- Some legal advisers -t

to school districts may not approve the purchase of Umbrella or Excess Coverage

medical payments coverage because it is accident.

insurance rather,than liability insurance. Such.

coverage involves the expenditure of pubhc funds _

It is often more economical to secure high limits .
of umbrella or excess scoverage and keep the
primary coverage to $500,000 or less. Usually
{;orlsobr;:eethmg for Whmh a-school district may.not -broader coverage is obtamed with the umbrella or

elia ) _ ) y excess added ta. the' primary, rather than with just

Premiium Rates and Terms of Policies - the primary coverage zlone. If possible, umbreila or-

excess coverage in excess of S5 mlllxon is desxrable
even for small scheol dlstncts -

-~ .

Rates in the casualty field are competitive. The
' problem' of whether to bid or to negotiate for
coverage is a constant one and is best considered in - ,mumnce Coverage  _. .

the light of three factorst ! Coverage requlred by law (Education Code
1. The condition of the market for the type of Section-1017 [35208]) must be included with any
insurance under ¢onsidération - other coverage desired. The permissive coverage's
2:The fact that insurance is not a commodity to , authorized by Government Code sections 989 and

‘be purchased for price 310"? " 990 should be part "of the district llablllty insur- -
3.The fact that negotiations sométimes lead to ince program

better results than formal blddmg procedures = . ) -

Polivies are usually written Ion an annual or ‘lﬂsul’a"cespec'ﬁcaﬁm3 ’ (\5 . o

_ three-year basis, but sometlmes‘ ;0N a continuing The desired coverage -should -be described
basis. Whatever the term of thk policy, the pre- * exactly. The jnsurance adviser should be consulted
mium for any motor vehicle portion is usually~  because underwriting practices and policy language
collected annually without " discount for term. are changing constantly. The specifications should
Usually the pregmum is subject {to annual revision contaln the fo]]owmg mformatlon
based on dudif of average daily attendance and

. other factors affecting the premjum. It is desirable
for thie policy period to coincifle with the fiscal
year.

-
- . -

1. Type of policy wanted

2. Mmlmum rating required, to make an insur-
ance conipany acceptable )

3. Name. of " the'incurad, including members of

i . : the governing board and the officers and

Recommended Practices employees ot the schonl district

) . i . . 4. Kinds of coverage required, mcludmg every-
.. The following procedures are suggested as guides thing for which the district can be held legally
in handling a school district’s Jllablhty insurance liable

program: o ' . Limits of liability-according to the maximum )
1. Determine what coverage ig desired. | . award that might be made (Since-the size of

2. Prepare specifications.

an award . has.no felation to the size of the -

27
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district, most authorities advxse coverage of
not less than" $5 million, and many districts
carry $10 million or more:) -
6. Specific policy conditions (Exclusxons should
> be examined carefully. If the district has any
_'exposure mnot covered in the policy, a special
endorsement should be consiiered to ellmh
nate_the effect of the exclusion.)

-1 Pollc}penod (dates) * .

" 8. Premium period

Using exact speciﬁcation§ is the only way to
"¢ prevent manipulation of policy coverage to secure

‘premium reductions. Unless precise 'specifications"

are used, premium quotations are meaningless.
Distn;ctProspeems . - )

« Exposure data and loss expenence should be
‘included. The prospectus should contain the
following information: . ..

1. Type of organization, mcludmg a statement
>, giving in detail the district orgamzatlon the
grade levels maintained, and the groupings
of the. different grade levels mamtamed
within the district
2. District-owned vehicles (A schedule that
‘lists the passenger cdrs, commercial vehi-
cles, buses, and trailers. owned by the dis-
trict should be attached to the prospectus.)

3. Number of employees a3 of a specific date;’

number”of certificated employees; number
of classified employves .

. 4. Automoblle-nonownershlp self~propelled‘

_ vehicles or trailers
a: Class I: number of employees recelvmg

remuneration from the district for the

N -. regular use of their cars in performing
their duties °

b. Class II: number of employees or direct

" representatives not included in Class 1

5. Elevators and hoists: location; type and

power; number; total rise and number of

. landings; name and-type of interlock; name
“and type of car gate (LlSt if applicable; if
none, write “None.”) .

6. Schools and other properties

a. Average daily attendance of pupils—
attached as Schedule B. (When other

“~— -~ “than school preperties are-used, indicate
that fact here.) -

b, Child. Development Programs (mfant
through agé fourteen);infant programs,
preschool age programs, and school age
pregrams (extended day) (’{.’,xst if apph-
cable; if-none, write “None.

o~

- - Vs
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c. Other data, including the following:
number of seats in grandstands,
bleachers, and. the like, -indicating
number of indoor and .-outdoor
bleachers, permanent and- pgrtable

" “bleachers (List, if applicable; if none,
write “None.”); number of swimming
pools (List by location; if. none, write -
“None.”); other facilities (attached as
Schedule C) .

d. Professional or malpractice exposure.
(activities of doctors and nurses con-
fined “to” pupil examination by sfate
law): riumber of full-time and part-time ,
doctors;. number of full-time nurses;
number of audiometrists; number’ of
beds in first-aid unit of infirmary
(except for cots in nurses’ offices at
schools and emergency stretchers in
temporary first-aid stations at schools);

. nuinber of beauty parlors number of
barber shops; and number of ‘clinics .

7. Protective liability : .

a. Contracts for construction, alterations,
-improvements, and the like, providing
public liability, property damage, and
workers’ compensation msurance, to be -
carried by the contractors (e.g., requir-~ :
ing bodily-injury liability insurance

. limits of S per person,
S—per accident or occurrence,
and property damage -liability limits of
S_- - anticipating the expendi-
ture of approximately S____~_ for
construction, alterations, * improve-
ments, and the like during the next

months) ~

b. Contracts for pupil transportatjon, pro- .
viding publlc liability, property dam-
age, and workers’ compensation .insur-
ance, to be carried by the contractors
(e.g., requiring bodily-injury Tiability

. insurance limits of S____per per-
sén, S_- _ per accident or occur-
rence, and property damage llablllty
Jdimits of,S_____; anticipating the

' ‘expenditure of approximately S______
on contracts for pupll transport‘tl'on
during the next months)

. ‘8. Driver training courses, .indicating the

extent of the courses and the use of
district-owned, rented, or loaned automo-
biles

- - 4 - °
9. Qther expc¢ ;ures, including moun‘tam‘camps -

and recreational areas operated by the ..

,
P n
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district, whether- owned , or notﬁb or
television ‘stations operated or used By the

district; courses *in nursing operated in
cooperation with 'hospitals; courses for
beauticians; classes in aircraft mechanics
and maintenance; flight schools or training;
vatercraft operations; ‘business activities
for student body organizations; use of
buses for transportation purposes other,
than carrying pupils to and from school;
and products liability in cafeteria operatrons
10. Loss® experrence

Recordkeeping System

-

Records should contain information about every
claim, investigation, and ‘settlement. -All ¢laims
must be filed in accordance with Government Code
Section 910 and certain following'sections Claims
records should be consrdered permanent records of
the dlStl‘lCt

Accident Preverttion

Each district should maintain a program of .
accident preventron -The followmg safety practices
have been found useful in preventing accidents:

1. Making regular inspections :
2. Gaining cooperation of the safety engineer

and claims investigators of the insurance
company to identify and eliminate hazards

.‘Using safety committees

. Usmg corrective measures after an accrdent

. Defining supervrsory responsrbrhtres

. Developing inservice training - programs on

accident prevention for all dlstrrct personnel
and pupils )

. Estab¥shing standards governing hiring and

training of transportation personnel especially
drivers of school buses

. Evaluating all vehicle accidents
. Securing permission of parents before allow-

ing students to take part in special excursions,

-to actas traffic officers, and the like
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Education Code Section 11853 [49472]! pro-
vides for medical and hospital serviges for pupils:

The goveming board of any school district which does
" not employ at least five physicians as full-time super-

visors of lealth, or the equivalent thereof, may provide, .

or make available, medical qr hospital service, or both
through nonprofit membership corporatioris defraying
the cost of medical service or hospital service, or both,
or- through group, blanket, or individual policies of
accident insurance or through policies of . liability insur-
ance from authorized insurets, for injuries to pupils of
the district or districts arising out.of accidents occurring
while in or -on buildings and other premises of the
district or districts. during the time such. pupils are
- required to be therein“or -thereon by reason of their
attendance upon a regular school day of such district or
districts or ‘while being transported by the (district or
. districts to and from school or. other place of instruc-
. . tionz..No pupil shall be compelled to accept such®
" service without his consent, or if a minor without the.
consent of his parent or guardian ... The cost of the
insurance or membership may be paid from the.funds of
.the district or districts, or by-the insured pupil, his

parent or guardian.. .. _ . .
Should the district opt to pay for the student

¢ "accident insurance, it may be included in_ the

school district’s multicoverage policy.

Coverage for Extramural Athletics

The Education Code contains ,ann article specify-
ing that thé governing board of a school district
must provide the following coverage for extramural

™
4

. - - Accidental death insurance in an amount of at least
one thousand -five hundred dollars ($1,500) for each
-~ member of an athletic teamand . . . insurance protection
for medical and hospital expenses resulting from acci-
denti] bodily injuries in an. amount of at least one
_ thousand five hundred dollars ($1,500) for all such
services for each member of an athletic team . . . while

-

-

"IThe comspon\ding ~“section number in the new (reorganized)
. Education Code (effective April 30, 1977) is given, where applica-
- ble, in brackets after the old section number. ’
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such members: are engage:i in or-are preparing for an*
athletic event promoted under. the” sponsorship, or

» arrangements of the edutational institution or a student
body organization thereof or-while such members are
being transported by or under the: sponsorship or
arrangement of the school districts or a student .body

+" organization thereof to or from school or other place of
instruction and the place of the athletic event . . . (Edu-
cation.Code Section 31752 [32221]). " - . .

-

" Education Code Section 31751 [32220], as -
amended " by the Legislature in" 1972, defines a
) membet of an athletic team as follows: | -

“Member ‘of an athletic team” means member of any
extramural athletic team engaged in athletic events on or
outside the school groundls, maintained or sponsored by
the educationalinstitution or a student body organiza-...-
tion thereof. “Member of an athletic team” also includes
members of school bands or orchestras, cheerleaders and
their assistants, pompon girls, team managers and their
assistants, anid any student or pupil selected by the .
school or student body organization to directly assist in
the cbnduct of the “athletic event, including activities
incidental thereto, but only while such ,members are
being' trarisported by or under ‘the sponsorship or .
arrangements of the' educational institution or a student
body organization thereof to or from a school or other
place of instruction and the place at which the athietic
event is being conucted.

. . .
Education Code Section 31751 [322207 speci-
fically excludes student body members who. are
spectators, organized rooting' sections, and other.
spectator students who are not actually parficipat- -
ing in the conduct of the ‘athletic event. It further -
excludes participants in a play day or field ‘day
activity occurring octasionally during a school- year
in which students of one or more particular grade-
levels frem two or more schoois of a school district
participate in athletic-contests. This wording seems
to exclude elementary schools from the require-
ment of providing insurance’ unless they had *.
‘regularly scheduled athletic events or had participa- _
tion from schools of two or more districts in a
common.play day activity. How{gver, this particular.

¥ -
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.




- point should probably be reviewed by county
counsel.

Céverage for Excursions and )
: Field Trips

The Education Code (Education Code Section
1081.5 {35330]) provides that a school district
-may conduct a wide variety of field trips or

excursions. Education Code Section 1082 [35331}.

states in part that: .-

" The govermng board of any. sthool district conducting
~excursions and field trips pursuant to this article shall
provide, or _make avzilable, medical or hospital service,
or both .., for pupils of the district injuzed while
partxcxpatmg in such excursions and field trips under the

»

jurisdiction _of, or sponsored or controlled by, the

district or the authorities of any school of the district.
The cost of the insurance or membershxp may be paid
from the funds of the dxstnct or by the insured pupil,
his parent or guardian. s

The school district should venfy in its field trip
procedures that the provisions of Education €ode
Sectlon 1082 have been met.

-

Methods of poverage of

Several methods of providing coverage are avail-
able. One method is to buy or to make available
individual pOllCleS on each participant in athletic
events or activities. A second method is to buy
blanket coverage for a complete student body.
Whatever imethod is used, care should be taken that
the policy meets the mandated requlrements The
. minimum lmea cal benefits must be equivalent, to
the $3.50" conversmn factor as applled to the.unit

values contamed in the minimum fee 5chedu1e‘

-
. ; 4 -
-
. - N

" the' State of California; effective Octobbr 1,'1966
.(Educatlon Code Sectlon 31752 [32221]) The

. fOIIOng prov1s1ons

L. N

adopted by the Division of Industrfal Accidents ot‘ —

$3.50 ‘conversion - factor is the legal minimum
contained in -the. ‘Education Code; the current
conversion factor is much higher than that amount
and is continually subject to change. Districts
should inform themselves of the prevailing conver-
sion factor when ordering this type of insurance.

’ 7.
p

Statutory Provisions

+ Section 31’155 {32224} of the Educatlon Cod
provides - that- .any msul;ance may contain ..

1. School admlmstratlve authorities must

_as-to whether an injured student is a tudent

" of the educational institution.
2. The injured student, or his or-
guardian,. must notify the schéol authorities
~ of his or-her mjury not later than 60 days
from the date of injury. N
3. Medical or hospital care or treatment must
~ commence W1'hm 120 days" from date of

injury.-

4. The period of time for which ben;eﬁts.shall be

payable is limited to 52 weeks fi om the date
the student receives his or her ﬁrst medical or
hospital care or treatment, and benefits shal
be payable only for treatment given w1thm\
the United States, Y- .

5. Death benefits shall be paid only if death is
m9dlcally determined to be caused by the .
injury and occurs within 52 weeks of the first -,
medical or hospital care or treatment.

1
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| o Vehlcular Insurance o

Y e
Accidents, involving vehlcles can,result in large
financial losses to a school district, and with some
frequency these accidents give rise to liability

claims. The governing board and the administrative’

staff of .a school district are responsiblé for
obtammg all necessary insurance coverage for the
_district. The mere meeting of statutory fi nanc1al

) respon51b111ty requirements is no assurance of

adequate protection against losses Although insur-

-" ance against losses from the most serious hazards

" has been made mandatory, insurance against losses
" caused by material damage to vehicles used in the.
" school. program remams permissive. Failure to
provide protectlon “against such losses can be
disastrous to the financial structure ot a district.

Vehrcular insurance may be. purchased sepa- .

K rately, in vanous combinations in several different

[N

_policies, or m a smgle comprehenswe policy. The -

"district” can ' obtain uniformity Jof coverage' by
- including all vehicular insurance under one compre-
henswe policy. The sections that follow describe
‘the various phases of vehicular insurance available,
" the protectlon afforded, and the relative cost of
such coverage.. . The information presented. should
" be helpful as a basis for- developmg an adequate

R insurance program.

Liability Insurance '
* Liability insurance is designed to provide a
school district with protectlon against any liability
claims resulting from accidents. The responsibility
for establishing the amount of coverage needed
rests ‘'with the’school district. The current trend
. toward large awards in liability suits should be

"considered in establishing Limits of coverage; limits

-should be the same as the dlstnct s genei‘al hablhty

_ limity,

Bodrly injury coverage protects the district
against claims resulting from actidental mjunes
caused by vehicles operated by or at the Ction
of -the district. Included are clagims’ for costs cf

N [ . [

\,. ‘.

.
-
. .
¢ » » « -

medical care, hospitalization','loss of emploi;ment,

and claims for disdbility or death. Property damage ‘

coVerage protects the district against claims result-
ing from damage or destructlon of propetty caused
by vehicles operated by or at the direction of .the
district. Clalms for loss of the use of such property
are also covered.

The cost of liability msurance v.ries accordmg
to the. limits of coverage, local conditions, the past
accident experience of the district, and the area m
which the district is located. -

Physical Damage Ins(t}hixce

-

" Several types of inisurance coverage offer protec-

tion against material damage to or destruction of
school-operated vehicles. Such _coverage does not
provxde protection against damage to the property
of others. Only fire insurance is required by law.
Other coverage against material damage may - ‘be

secured at the discretion of the governing board of

" the school ‘district. The various types of physrcal
. damage coverage are descnbed in the paragraphs
that folllow., BN I ‘
Fire and Theft Covenge S
F1re and theft coverage is generally wntten ‘in a
combined policy. Fire insurance, which.is required
. by law; msures against loss from damage or

destruction ‘by. fire, whatever the source.. Com-

monly mcluded in fire insurance coverage is protec-

tion against hghtnmg, strandmg, and sinking.
Although theft insurance is not required by lafv, it

. may be purchased with the fire insurance policy at
a rate not much more than the rate for fire -
coverage alope. A broader type of coverage is-

~available through a comprehensrve policy. The cost

—of fire and theft coverage-is not excessive, espe-’

cially when compared to the cost of coverage for
liability/ collision, and the ‘more comprehenswe
materigl damage coverage. :

Conl rable savings are available to school
dlstncts t ough the use of a deduct'ble form of

.
/ .
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coverage for fire and - tl{eft The drstrict may

assume the first.$10, $50, $100, or any other )

. selected amount of loss. When the claim for loss.is

'made, the insurance #%arrier pays only for the
- amount of loss above the deductible amount. This
plan of coverage avoids the necessity of fiking
- dlaims for relatively trivial losses. ! :

Comprehensive Material Damage Coverage «
‘Comprehensive material damage is an all-risk
coverage. All the hazards covered by the.compre-,
hensive ‘policy are difficult to itemize; however,:
among them are fire, theft, ‘windstorm, pilferage,
¢arthquake, strike, flood, malicious mischief, sub-
mersion, riot, and falling aircraft. Because of the

multitude of hazards covered, such policy may be',

subvstantrally mor®~ costly than fire and theft
coverage alone. This form of protectron may be

. written with a deductible clause ‘in the same, -

manner as fire-and theft insurance. When there is a
sufficiently large fleet, the premium charge may be
averaged by the class of velhicles. o

- Collision Coverage

Collision insurance protects “the drstrrct agamst )

direct .and accidental damage to its vehicles if the
damage is caused by collision of the:vehicle with
another. object or by the upsetting of the vehicle.
This coverage is provided in two forms, nondeduct-
ible and deductible.. The deductible form differs
from the nondeductible in that in the former the
insurer pays for losses in excess of an amount
agreed upon in the policy; in the latter the insurer
pays for the entire loss. Nondeductrble policies are
-usually more expensrve. )
‘Collision . insurance, whrch
_ costly, varies accordirfg to the type, make, value,
* and age -of. the veh'icle.and the extent of coveragé
desired. The degree of risk involved varies.greatly
from district - to district.. A district may, also
" establish a self-insured property loss fund for this
purpose as provided-in Education Code: Section
15802.1 [39602].! - ér to Chapter XIII on
self-insurance.) Those districts carrying sufficient
cash reserves may, in effect, desire*to self-insuré
vehicles representing a relatively minor investment.
The risk increases, however, for districts usmg
large, transit-type busses, each of which may
represent an investntent of $40,000 or more.

Education Code Sectron 817 [35176] now.

provrdes for permisstve coverage of the cost of

1The corresponding section number in the new (reorganl7ed)
Education Code (effective April 30, 1977) is given, where applica
ble, xn brackets after the old section number.

-,

is comparatrvely .

replacing or repairing the prqperty of an employee,
mcludmg vehicles, when such property is damaged .
in the line of duty and without any fault on the
part of the-employee..School districts may desire

to 1nvest1gate the inclusion of such vehicular

coverage in the vehxcular polrcy, establishing
reasonable limits for payment.

Towing Coverage

Towing expense coverage may be obtained for
drstnct operated vehicles. Towing and labor costs
may be insured against whereby the distric® is
reimbursed for towing charges or for labor costs of
service performed at the place where the vehicle is
drsabled This form of coverage, which is: re]atrve]y
,mexpensrve, is not usually recommended for a.
district that maintains its ‘own shop and repair
-facilities and has its own towing equipment;‘

M .

[

Medlcal Payments -

An additional form of protectron involves medi-
cal payments Under this form of coverage, the
‘carrier pays for medjcal expenses up to.a stated
amount for an injury occurring as a result of riding .
in, bemg about, or being struck by a motor vehrcle
“This is an accrdent form of coverage and does not
replace, nor should ‘it be corifused with, liability .
coverage, which provides protection against claims -
resuiting from* neglrgence The need for medical
payments insurarce is generally not apphcable to
employees because\ medical expense is provided

under workers’ compensatron insurance for all .:

mJurres occurring in Ihe performance of employ-
ment. '

.
-
-

State Reimbursement for Insurance

Districts receiving state aid for transportation .
may seek reimbursement for a portion of the
insurance costs attributable to the transportmg of
puprls to and from school. .

Uninsured Motorist Coverage

Uninsured motorist coverage, which covers

. bodily injury only, is mandated for all automobile

policies_in California. However, the insured may
waive such coverage through signed rejectigg
endorsement: Education Code Section 1017
[35208) does not make uninsured motorist cover-

. age mandatory. If a school district decides not to

’ mclude uninsured motdrist coverage in its automo- -
bile insurance policy, it should 1nclude adequate
medical payments coverage.

33. -
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A fidelity bond protects an employer agamst a.

“loss caused by, the dishonest or fraudulent acts of

an employee. Techmcally, fi d.elxty bonds are a
form of suretyship, rather than insurance. The
distinctioniis a legal one arising from the fact that
whereas insurance is a two-party agreement

. between the. insured and the insurer, a-surety bond
*- is a three-party agreemént among the pnncxpal the

obligee, and the surety. .(The principal is the one
whose acts are guaranteed—-the officer .or
"employee,,,the’ obligee is the one in whose favor the
bond is issued—the district or employer; -and thé
surety is the.one who guarantees.the principal to

‘the obligte—the company,) Fidelity bonds may be .

considered as fidelity insurance, for fi delity bonds
are usually underwritten by insurance underwriters

- and ‘sold through insurance agents and brokers.
Furthermore, the current-trend in the packagmg

. faithful perfo

- Education C

concept of coverage ‘offered by msurance com-
panies includes. both insurance protection and
surety protection under a single contract or msur-
ance pol;cy
- The Education Code provides that any employee
who Hhandles schogl district funds. miust be bonded
and that any employee who handles school pro-
perty may, at the discretion of the governing board
of the district, be bonded (Education Code Section
17207 [41021] Y In addition, a separate require-
ment demands that the officer jn charge of the
revolving fund be bonded in an amouint at least
twice that of the amount of the fund (Education
Code Section 21302 [42801]. Education Code
Section 21302 [42801] also gives the option of a
ance bond pursuant to this section
or-an honesty bond pursuant to Education Code
Section 17207 {41021].

It is a credit to an individual fo be bonded

) Accepted business practice today calls for bonding

al who handle funds or valuable prope:ty.

YThe corres onding section number in the new (reorganized)
(effective Apnl 30, 1977) is givin, where applica-
ble, in bncke after the old section number,

,

‘Chapter VIIl . . :
N Fldehty Bonds |
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Types of Fndehty Bonds

The several types of ﬁdelxty bopds are described
“as follows: .

v Individual fidelity bond 'I’hxs bond covers any
fraudulent or dishonest acts of the emp!oyee
‘named in the bond.

2 . Name-schedule fidelity bond Thxs bond
“covers any frauduleht or dishonest acts of
specified employees desxgnated“ by name ‘in

the bond tosa limit of coverage separately .

stated for each such employee.

3. Position-schedule fidelity bond. This bond
Tovets® spec;f ed - positions . identified\ and
enumerated in the bond. This type of bond
differs from the name-schedule fi delity bond
in that the posxtxon, not the individual, 1;

insured. Changes in personnel do not mter-~..

rupt bond coverage.” -

4. Blanket-position, fidelity bond. This bond
covers any fraudulent, or dishonest acts by an
employee up to-the stated amount of the
palicy, which .may be purchased in mulnples
of $2,500 to a total of $25,000 and :in
multiples of $5,000 to a total of $ 100,000.

5. Commerczal-blankex fidelity bond. This bond

. covers all employees, but the aggregate cover- -

age is limited . tp the stated amount of- the
policy. Such a policy may=be purchased in an.
amount of not less ‘than $10,000; there is no
maximum limit. - -

6. Fazthful-performance fidelity bond. This
bond covers losses due to -rnistakes in judg-
ment, such as. malfeasance, misfeasance, and
nonfeasance having to do with the revolving
cash fund.

. Fidelity .bond coverage is desu'able for all
.employees "of the distriét for several -reasons. In
most schools, employees are sometimes requxred to
handle small sums of money. It is awkward to-limit
such handling to a few designated people. It is
apparent as well that all school employees handle
dlstnct property in one form or another. Actually, -

.
5k
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-. the greatest exposure that meny school districts
have i5 to “minor pilferage” of supplies and
.equipment. If the district can afford a blanket
bond one should be carried, for .the Pond elimi-
* nated the hazard of guessing which erhployee may*
be dishonest. Either a blanket-pasition ﬁdehty
bond or -a commercial blanket fidelity bond i3 ~
acceptable, although usually the latter type is more
economical for a small school district. All fidelity

- bonds may bé written on a three-year basis. The
three-year- premium for the bond lS usually dis-
counted.-

Theft Insurance and Fidelity Bonds

Al} fidelity. bonds money and securmes, and .
-burglary and robbery pohc1es should . be placed
with the same company to prevent arguments
between companies over responsibility for loss.
. The district’s sole responsibility, then, is to estab-
lish that a loss did in fact occur.-When property or
funds disappear, the district often has difficulty in
determining whether employees or outsiders are
responsible. If such losses are insured against with
different companies, the ligbility -of the insyrance
company may not be established; in such: cases the
. district may‘ not obtain full recovery.

Recommended Practlces

"So that a scho.ol district will make good use of
- fidelity bonds, the- followmg practices»are recom-
“'mended: .

-1.Covet all employees with a blanket-type
fidelity bond. Either the’ blanket-position

[

-

' 3. When coverage pursuant to, Education Code

..7 If bids are called for, personnel data must

ER

- ~

fidelity bond or the commercial blanket
fidelity bond is acceptable. - R ‘
2.If the district does not-caver all employees
Rwith a blanket-type fidelity bond, it must,
cover those who handle funds. For this type
of coverage, a position-schedule fidelity bond |
is usually- most satisfactory. , RS

Section 17207 is not needed, tover. the N
custodian’ of the revolving cash fund sepa-
, rately with a falthful-performance fidelity
- bond in*an amount at least tw1ce that of the
* size of the fund. -‘ﬁ‘
4.7Since _considerable _vanatlon oceurs in t,he,_
coverage provided by different companies, the ..’
surety association bond forms with appropri- - .
ate endorsements “should be estabhshed as

Jminimy ements, ..’ : L
S. If theft msura;ce is to be carried, 1t should be
.placed with thie same campany that prov1dcs

surety bond coverage. -

6. Since the fidelity ‘bond market is competitive,. .
premiums  may be saved by obtaining quota- -
tlons from different companles. It is neces-
sary, however, if theft insurance is also to b
catried, "to get quotations for thé combined
program of theft coverage and fi dehty bond
coverage.

\\.

provided. x.'nployees should’ be listed by . ™
category of position. . * .

8. Adequate records’ should be malntalned to ~
prove the amount of any fidelity loss.-

e
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", circumstances cover the loss of money or se
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Y msurance cin e place of a safe-burglary policy.,

n . to offer other kinds of
"Among these kinds. of

discussed : are,.‘
., protection to the iviire
. ‘insurance are coverage(
and theft.. This® chmfp
afforded by some of*
surances»i'-’- w30 .

P C e
"'1_'-'“ (

) S Open-Stock Burgtary Ins&rance

Op n~stock burglary insur, e,rs sometrmes used
by school dibtncts to- ,,pro ect against” losses of
materials- ,and equipmenty whrch dre more com-
monly insufed by, he use Jall-nsk forms, such as
office equipfment “ﬁbat*er c{r merchandxse block
orims. Theeg all-risk forms can ‘also 'be used for

verage of»audrowsual aids, ofﬁce equrpment and

like. * .
" The loss of merchandrse, fumrture, ﬁxtures, and
) equlpment is covered if the loss results, from

rddescnbes the coverage
rﬁqsg'common types of

Chapter IX - ‘
"'{)ther T‘ypes of Property lnsurance Y

‘o s‘*
Various%mds of ;nsurance besides those already

inst burglary, robbery, .

burglary; ie.;” where forciblé entry has becn made .

and visible marks have beenléft upon tlie premises .

at the place of entry. Limitations ¢oncerning

forcible entry may be removed through an endorse-

ment covering theft, robbery, and larceny—

coverage that-usuaily costs an additional 75 per-
" “cent-in premiums. This policy does not under any
ities.
.Th€ main _point about. burglary insurance is that it,
is applrcable after busmess hours,

e Safe-Burglary Insurance

Safe-burglary insurgnce ‘protects against the lo

~ of property fincluding money and securities, k pt |
in a locked vault As with other forms of burglary
insurance; claims are paid ouly when marks of
entry are visible. These marks must be on the
extenor portion of the safe or vault; otherwise, the
msurer is not responsrble Although this type of
" protection is often used by .school districts, its
burglary_ provision represents a_serious hmrtatron
* Many districts use broad-form money and securities

h‘ \s
”
1
1
]
b

¥

Safe—burglary insurance is low in cost because of rts :
limited protection. PR

-~

Broad-Form Mpney and ,
~" Securities Insurance R

Broad-form money and securities insurance
covers, withih thie premises of the insuged, losses '~
caused by destruction, disappearance, or wrongful
extraction, except certain losses due to infidglity
of employees Ldisses of money and securities
.occurring  while - such money and securities are
being conveYed by messenger should also be
“included. This type of coverage against- joss of
school, district money is one of the best avarlable

e
-

4

All-Risk Insurance . :
All-nsk insurance is a form of property floater

insurance designed to cover all physical losses, .-

including breakage and’ other forms of damage.
S¢hool -districts can justify such insurance only -
when the value of the items insured is relatrvely
high and the’ items can be easily stolen or damaged
It can be a valuable type of coverage for equipment .
such as musical instruments, office machines,
audiovisual equipment, and the like. Since all-risk
‘insurancg. .also covers loss by fire, it is necessary to -
avoid dbphcatron between. this coverage and. fire
policies. The items covered by all-risk insurance
should therefore be ehrmnatcd from the ;pventory
»Lthat lists contents for fire msurance purposes.

‘

.

Mercantrle-Robbery and Safe-Burglary
"~Insurance

Mercantrle-robbery and safe-burglary msurance:

. provides the protectron afforded by open-stock

and’ safe-byglary insurance and protecuon _against. .
robbery.? This type of policy is seldom recom-
mendéd for school districts.

Office-Burglary and Robbery Insurance -

Offlce-burglary and robbery insurance is
desrgned especially for professronal offlces The

> 5 RO -
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. ‘destruction.
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coverage afforded is the same as that of mercan:
~tile-robbery and safe-burglary insurance except

that it is extended to inclide theft and larceny.
'Money and securities are covered by burglary

insurance only. This type of poljcy is not recom-

mendéd-for school districts.

[

Dishonesty, Drsap ce, and
Destruction Insurance .

Comprehensive dishonests, disappearance, and
destruction insurance differs from money and
securities coverage. The chief differences are that
surety protection is added for losses due to
infidelity. of emplbyees and that several additional
coverages may be added at the option of the
insured. This type of insurance is not ordmarrly
written for less than $10;000-fidelity-coverage.

" Although its provrsrons fit a school district’s needs

very well, its high premium cost makes this
insurance prohrbrtrve for most districts.. If* the
school district is writing all insurance in .a-package
form, the district-may include at better rates all
insurance against dishonesty, drsappearance, and

s
~

Recommended Practices

As a protectron against loss of money, it is

recommended that the following practices be
adopted: . 1

1. Money on hand should be kept to a minimum
. through regular deposits of cash collections.
Deposits should~be made daily; if necessary,
they can be made through the use of night
_ depositories. ™
2. If insurance protection of money is mdrcated
the broad-form money and secuntres policy
should be consrdered ‘

3.If a safe-burglary polrcy is consxdered, its
Timited coVerage should be clearly under-
stood. " e v -

4. The limits of any poiicy should be determmed,.

. by the maxrmum exposure to loss. If larger
amounts- of money are on.hand for limited

lrmrted pen;id of time.
"As 2 protectron against lods of property, ithe

following consideration$ and practices are recom-

mended: . N ,f‘,

1. Ordinary SChool furmshmgs need not, be
covered byi msurance against theft, .

C2.A concentratron in any school of equipnient
that represents relatively high values on items
that can be easily stolen and gold should.be
covered by an open-stock burglary polrcy

periods, tli¢ policy may be endorsed for the ~

38,

" 3. For valuable equipment. that is moved about
.the district, such as microphones, projectors,
. "or miusical mstmments, .a property floater
- policy . of an allrisk ‘type shouid be con-.
'sidered. When such a policy is used, care
should be exercised to eliminate overlapping
coverage.- Covered items should be removed
_from the inventory lists that determine the
amount-of-fire insurance to be camcd )

In the placing of business, the following prac-
trces arp recommendey:

1. All theft policies and fidelity bonds should be
carried with the same company. *

2. Since premium -fates on these policies are
competitive,. school‘dﬁtncts should request.

-

quotatrons from several companies or should .

secure bids.

3. The carrier” should mamtam a prompt and
effeq,trve settlement servi ) é :

z _',- i
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. Borler Insuran
i - R

The purpose of boiler insuranck is to dover losses
caused by the explosion of, or sudden and accig

I 4

tal damage to, pressure vessels, such as comptesse i . ,'

air tanks and piping that contain steam or

sate.\A major. part of boiler.insurance ooVerag%;;‘s

the periodic inspection of boilefs (usually twice a
vear) provided by the insurance company to de?ct
_ potentially hazardous defects and conditions, ind
thereby prevent accidents: This mspectron selk'rce
is an important featurg of boiler insurancg. In
California, boiler inspection is mandatory (Cglifor--
- nia Administrative Code, Title 8). Since,boiler
‘inspection is provided under thé boiler mqﬁrance
polrcy, inspection feep are “tliminated wheh insur-
* ance is used. Firebox plosion coverage nf usually
excluded from boiler i insurance because suth eXplo-

sions are covered by the extended coverige provi- -

. sions -of the fire ipsurance policy. In g,bnsrdermg
coverage ‘against damage to boiler maghinery and
ﬁre,f a district may wrsh to mcludegf:t jomt‘-loSS'
agreement S

EES

"‘"‘:"q r:‘r
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Types of Coverage .

Boiler insurance may ‘be erttel with erther'
“limited coverage or. broad-form coyerage. Limited -

o 0
;‘

«

K coverage insures against the suddery and accidental -

‘tearing asunder. of the object;. broad-form coverage
adds protectron against the Lbul ing, burning, or
cracking of a cast-metal é{i\f"l'he amount ] of
, coverage or limit per accrdEm'\should ebe de}ter-
. mu’l,d by considering the greatest single exposure
. on a school site. This exposure may be possrble,
damage to -a  building such ,ds_an audrtonum,

- . ) /4
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Bymnasiu, or sciencebx ding. The district archi-
tect may assist in determi 1{13 value and possible
exposure risk to each building,,

~ The standard form of boile\\i?,surance provides
for repair or replacemeént based-bn the actual'cash”
" value of the property-at the time'of the accident. .
Actual cash value takes into consideration deduc-
.tion for depreciation. Hrwsver,  an endorsement,
may be obtained that will pay for the cost of
replacing “the damaged property. at™ replacement
value. The- boilér and, machinery. policy may
include liability protection for damage to the
property -of others directly caused by an insured
accident or occurrence. .

Bodily Injiiry Liability

Boiler insufance also protects the school district
against liability for bodily injury to any person
involved in an accident caused by the operations of
a boiler. This protectioh is a duplication of
coverage provided under the comprehensive ligbil-
ity policy and is normally excluded from the boiler
insurante poticy by endorsement.r,

* *

’

. %
Rating Procedure ..

The premium for boiler insurance is based on
the number and type of objects (boilers, pressure
vessels, dnd the like) located within the various
locationis of the district. Before a school district
can obtain<a quotation from an insurance company
fof boiler insiirance, a complete invesntory of
objects must be taken so that tlie correct rating
may be applied to determine the.premilim rate.

" This inventory of objects may be obtained in one
of the following ways: T e

1. Obfain the services of an insur;\xlg:e company.
that writes hoiler insurance. This Sefvice
normally is provided at .no cliarge to the
district. - 2 .

2. Negotiate with an insurance company for
coverage and sequest a complete listing of
objects for each site.” ~~ -

3.Prepare a list of objécts: Normali,, this

practice is beyond the capabilities of small

PN

~

. designates:the location of the*insured’s property,.

.
-

districts lgecausedt"requiré;s the services of a
maintenance man knowledgeﬁble ilka\ll types
of heating and pressure?de\‘vicqs., T T

. L .5. ..‘- . "'\ M
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Rg:,ommended Practices ; .
Boiler insurance, like ‘alk other types of insur-
ance, may be placed in several ways, stich as by i
written bid or quotation, negotiation, and diréct
placement. If a district elects to obtain written bids
or qubdtations, proper specifications must be pre-
pared so that dll companids submit bids on the
same coverage. - LS '
The following recommenagtions are made

regarding boiler insurance: X .

1. Insure all high-pressure * boilers (over 15
pounds maximum pressure).

2. Wejgh the cost of boiler insurance for low-

pressure boilers against inspection costs. It is

usually advantageous to insure such 'eguip-

AY

>

*

ment. . -t j*.,; _—
3. Use the broad-form type of policy subject to
" premium considerations. TR

. Exclude coverage against liabifity or ~bodily
injury and damage to property of others from
the boiler policy if such coverdge is included
in the comprehensive liability policy.*

. Use replacement cost coverage_rather .than
actual cash value coverage because of the °
rising trends in the cost of equipnient. -

. Requirz thorough inspection service, angl
follow the recommendations of inspectors
carefully. !

- Take advantage of competitive premium rates
through bids or negotiations. oo

i Glass-Bregxkage Insurance -
The policy contract for glass-breakage insurance

and- lists specifically the glas$ that is covered.

Although the rates for such.insuranct are competi-,
tive, they are very high because of exposure.
Glasstbreakage insurance is no&:usual{y‘ recom-

mended for school districts, 4

-
L} L]

-
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Chapter X

L

" The Patkage Policy = ..

An effort to “provide for all the insurance needs
of-a client in a snngle policy has brought about the
most recent trend in the area’of insurance cover-,
age—the package policy. Large insurance companies
have indicated a strong interest in prowdtng pack-"
age "coycrage for various public agencnes, including
scHool districts.

‘Currently avadable is a school package- policy,

- with five areas of protection: protection against

physical damage to real, personal, and scheduled
fproperty protection® against liability for bodily
injury and property damage (comprehensive); pro-
tection against loss from burglary and robberyy
protection against fidelity loss; and protection
against boiler and machireéry damage "Each area of
coverage may be modified or 3qpplementcd to fit

the particular situation and operation of the
district. Such an arrangement allows for.a flexible
and personalizéd- protectndn program ’

L4

". " Thé Features ofa Pa_ckage Policy °,

. » An examinatipn of some of-the fundamental

features of package insurance, and of the advan-
tages -inherent in an all-inclusive policy discloses
that (l) a padkage policy combines all, or as many,

as possible, of the essential coverages required by .
' .every policyholder;
" broade? coverages than those available® through
N rndmdual policies written iy the conventional

(2) it provides generally

manner; (3) -it permits the addition of many

~..__0Op tlonal coverages to tailor protection according'to

the needs of individual insugdds; and-(4) it does
these things at a cost lower than that of 1nd1v1dual

. policies.-

* Although no single { msurance polncy can cover all
of a school 41stnct s needs, a package polncy can,
by including separate areas of coverage in a single
policy wherever possrble offer several advantages
to the district: . .

1. Dtstrtct “deals’ with onIy one tngarance com-
. pany. Loss adjustment is immediately’ simpli-
Jed .because’ the dxstnct deals wrth only one

EKC A

Prasren v o R

.

ad_;ust"r mstead of perhaps many. Dnsputes
between participating companies are elimi-
nated.

2. District deals with only one agent oF broker.
One agent charged with the responsibility for
* servicing the entire account can afford to
devote more time and study to the individual
nieeds of his or her client. .o

. Package~ insurance Has only one expzration
" date. Not .only”can the expiration® date be
sélected to coincide.with the fiscal year of the
¥ district, but the combining of many coverages
) ilto one policy with a common expiration
date eliminates the possibility of 1oopholes in

. coverage resultxng from oversxght in renewrng

- existing policies. ‘
4. Coverage tends to be broader and more -
flexible. Most package policies provrde new,,
+ simplified wording on essential coverages, as
well as new. extensrons of coverage and new
perils insured against. e
5. Many optionul coverages are available. A‘wrde
_variety of options is avanlable in addition to
’ Lthe usual basic contract. No two~schoof . "
;‘ districts are the .same; therefore, insurance
Xneeds vary considerably with the-location,
ize, and - individual. characteristics. The
Optronal coverages allow the company to
tailor protection as needed. ~
'6. Package’ insurance is generally IGWer in cost.
Similar protection. obtained "through a combi-
nation of 1nd1v1dual ‘policies usuallyt costs;
Jnore... .+ . .
1 MuIane covérage is somenmes more appeaI-
ing to insurance compames In times when
certain .areas of coverage become difficult to
, obtain individually, insurance companies are
.mogse willing to. write the less attractive risk if
the other coverages ar¢ included. - ,

o~ Important Consnderatnons

Although many types of coverage maii_
packaged into a smgle pollcy to cover most t

: 39.‘. g
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dlstnct s msurance, the-school package policy w:ll
not “include sony: thmgs It will not- include
workers’ compensatlon insurance, health insurance,
life msurance income-protection ‘insurance, “and
certain other highly specialized coverages. °
Well-marlagéd schools with good loss experience
may find that a package program of insurance wi'l
“resilt in a modest reduction in premium or no
reduction at all, In times of difficult market
) condmons for certain risks, the paclcage program

-

may only be able to hold the line on higher -

premiums. Generally, however, the package policy
produces’ a lesser premium than a combination of _
* public and institutional property. and standard

« liability msurance, assuming that no_past losses

_ have occurred. The good risk—the district that

enjoys good management and proper maintenance
of-property and that takes a real interest in safety”

. and loss prevention-will benefit from lower pre-

* miums than* would be available through a combina-
- tign of individual pdlicies. On the other hand, the
poor risk may have to pay higher premiums than
other districts. Thus, the plan _ encourages, loss
prevennon : c

Good management of «any insurance program
requlres constant review of loss experience. But a
review of .loss experience is impossible unless

premium costs. and losses for each type of protec-.
tion ‘are maintained separat.ly, even though the .

coverage may be combined in a single policy to
- provide for economy of acquisition and administra-
tion. For these reasons charges should be allocated
so that it'is known what portion of the premium
applies to each area of_coverage, and complete
records of loss experience should be maintained
acoordmg to the type of coverage under which the
loss is involved. With this informatios: an adminis-,
" trator can determine what areas of coverage need
adjustment in premium charges and what areas of
loss experience require better secunty measures to

{ prevent and” control excessxvj losses. The school

administrator can thereby X

-

ep the premlum

~

->

,

s is used. -

€

advantage derived through yackaging of insurance _

coverages. g

Recomr'nended Practices

"School dlsltncts may secure the advantages of a
package insuratice policy by followmg these recom-
mended pmctlce§. .

1. Examine the most recent programs of package
insurance to make sure that the district’s

program is being developed along the lmes‘

v‘__.

- currently offered.

2. Select the types of coverage "consistent with

the district’s needs and characteristics.
3. Prepare specifications in sufficient detail for
eacha type of coverage to ensure that the

packagg will be as.advantageous to the district -

in_each™particular form of coverage as a single
policy would be. Incorporate into the’specifi-

cations the broader coverage usuallyfavailable’

in certain coverage forms when a package plan.

4. Require a breakdown of the premium cost of
.the “total package to determine what premium
‘charges need adjustment when compared with
the premrum charges for conventional cover-
age in that area. . -

S. Maintain complete and adcquate records of
loss experience. In this way adequate security
measures can-be taken to prevent and control

' excessive lossés.

6. Insist upon _a high level of service by i insurance

cofmpany répresentatlves because the package
policy simplifies the administration and ser-

vicing of the insurance program, The represen- -

tatives should’ know all 2bout the district
from an msura'nce point of view and should
be constantly aware .of the district’s needs for
coverage.- They should be diligent dn "their
efforts to advise the administrator of the
insurance yrogram®( *of all of the steps he onshe
‘canTtake to effect economies in the district’s
insurance program. NN -




:"‘k_" A . Chapteer
Workers Compensatlon Insurance

“~

'Under Division 4 of the Labor Code, a school
district is made liable for medical and hospital

) expenses and. partially liable for loss of i income due

to injuries sustained by eniployees in the course of
their employment All school district. employees
who are paid wages or salaries are protected by this
provision. School districts may provide, for persons
authorized by the baard to .perform volunteer

services for the district, insurance covefage that is

the same as or comparable tothat provided for its

-regular employees (Labor Code Sectron 3364.5). In

addition, studentyin bonafide wqu experience or
occupational training programs are covered under
the _provisions of- Labor Code Section 3368 and

" Edudation Code Secétion 5992 [517691).! i
School districts may insure their workers’ com-.

pensatlon liability with the State Compensatlon
Insurance Fund and not with any othet insurer,

- Further, Labor Code Section 3700 requires insur- °

ance or supervised self-insurance of ... every
employer except the state and all polrtrcal subdm-
sions or institutions thereof.” Thus, insurance is
pernmiitted in the State Fund but not required.
-Therefore, the choices school d1§tncts have are as
follows

l-. Insure through the State Fund with an indi-.

vidual policy.

2. Be included in a State Fund poli‘cy with other
school districts in the county through the
office of the county supenntendent of
schools. - R

3. Self-insure (refegred to as permrssrble uninsur-
ance) either as an individual district or within
a jomt powers group.

Basic Premium Rates

The ratmg Structure for workers’ compensation
insurance‘is based upon mmrmum rate leglslatlon

MThe corresponding section number in the new (reorgamzcd)
Education Code (effective ‘April 30, 1977) is given, where applica-
ble, in brackets af ter the old section number, .

Insurance Code Sectlon ll732 authonzes the

establishment of a uniform system of classification -
and rates. The classification and rating committee _

of the California Inspection Rating Bureau annually
reviews the California accident and payroll data
assignable to each of approximately 500 classifica-
tions to determine. what base rate will be necessary
‘to assure the payment of anticipated claims and of

the cost involved in administering the program For -

school districts all employees are included under a
. smgle classification. The prem1um for ‘compensa-
tion insurance is based upof an established rate per,
each $100 of earned salary paid employees. Initial
premiums are charged on the basis of the estimated
payroll of each school dlstnct At the close of the |
school year, an audit is ‘made by the State

Compensatlon Insurance Fund, which renders a o

final adjusted billing’to the school district!

In all school districts developing a premium of .
$4 300 over a three-year period, the basic rate for
employees in eac'h class is subject to modification,
which may either increase or decrease the basic
compensation -insurance premium the district-must

pay. This experience modification. is calculated by -
using a. complicated actuarial -formula that coms-

pares the district’s loss record with the experience
of the statewide average employer during the same
penod It is important for every district to recog-
nize that lower, than average accrdent €xperience
by employees results in direct savmgs 1n compensa-
tion 1nsurance cost.

Payment of Dividenads

The State Compensation Insurance Pund returns
to its policyholder, after full provrslon for benefits
and expenses, all surplus premiums. The amount of

surplus premium that is returned as a, dividend

depends upon the claims statewide and upon the
individual ' policyholder. Every school- district has
some control over its compensation insurance
costs, for the net cost to the district will depend in
some degree upon the district’s accident recofd.

v
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. " -Employee Benefits - .
" Workers’ -comperisation .insurance provides the
following benefits to covered employees:

f Payment 0[ expenses for. treatment of an
industrial injury or illness. Thiz payment
includes doctor, hospital, and medical

expenses and incidental expenses, such as¢

travel to-and from the ‘hospital,

- _center, or doctor’s office.
" 2: Partial payment of compensation for time losts *
because of an injury sustained while on the
y‘séb Employees currently- are compensatell
ginning on the fourth day or on the first
day if hospitalized. When "absence continues
longer than 21 days, compensation for the

- . first three days is also paid.

3. Payment of compensation for permanent
Ninjury sustained while on the job. The amount
of the "permanent disability rating is deter- -

therapy

mined by thé Workers’ Compensation Appeals .

Board ‘and is expressed” as a .percent of
disability.

4, Payment of a death benefit to the famtly of
an. employee or other beneficiary. ThlS pay-
- ment is made only when an on-the-]ob injury -
results in death.

-~
- >

Recommended Pracfices
As a general guxde to the handling of the

district’s compensa‘uon Insurance program, the
_following practxces are recommended

1. Make one school, ofﬁcxal responsible for the
employee safety program and for compen-

-‘.
-

3.

~

sation insurance matters connected witha
employee accidents..

. Advisé each admlnlstrator and pnnclpal of

reporting procedures so that all accidents may.
be reported promptly. The Labor Code
requires 1mmed1ate reportlng of all industrial
injuries. - . -

Advise the’ State Coripensation insurance - .
Fund as soon as an employee who has been>_
absent because of injury retums to work.

. Advise all employees of the covérage to whic‘l1

they are éntitled. .

. Develop a comprehensive program of accident

prevention on a tontinuous basis. Passage-of

- the California Occupational Safety and Health -

Act in 1973 imposed new safety responsi-
bilities on employers. Representatives of the .-
State Compensation Insurance Fund and the
Division of Industrial. Safety are available-to

" advise and assist school dlstncts regarding *
-

safety’ programs. *

. Notify thé Divisiori of Industrial Safety and

“the State Com‘pefnsation Insurance Fund

immediately by telephone or telegraph m

- every case involving a serious injury, illness

death of an employee Serious i injury gpxllness ‘
is defined as any injury or- illness pecurring in

.conngction with any employment which

requirgs inpatient hospitalization for a period
in excess of 24 hours or in which an employee
suffers loss of any member of his rody or any
serious degre= of .permanent disfigurement.

~

.
-
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' Chapter X
Group Employee Beneflts AU

School drstncts throughout Calrfomra offer a

" great variety of fringe benefits to employees and

their dependents. The benefits 1nclude medical and
dental care djsability insurance,® life insurance,
vision care, prgscription drugs, and tax sheltered
annuities. Cahforma Government Code -sections
53205 and' 53205.1 permit schqol dlstncts .to
furnish such benefits to their employees and _their
dependents. The - 1ncreasmg variely of coverages

and the numerous alternatives available make it-

1mperat1ve that. those persons responsible for mak-

.ing decisions regarding these ‘plans .be well
informed. Thosé fringe benefits that are not .

mandated by law are becoming an increasing

“portibn of the district’s annuaI budget. Descrip-
tions of these various coverages and alternatives ,

within each are descnbed in this chapter
- Group Hospltal and Medrcal Insurance

Group hospital and medlcal insurance coverage

is provided by service organizations, iridemnity
carriers, and health maintenance orgamzatrons The

: rates for this type of insurance coverage within the

savie company will vary throughout the state
because of dlfferences in medical costs. Therefore,
it is difficult for a district to compare costs with

: nelghbonng districts unless it knows the exact plan

of a district of comparable size. -

The service carriers provrde basic benefits and
offer major medical (or extended care) for all
participants. These plans are written on a “pool”
basis and are based upon the experience of each
school district. Indemmty carriers rate districts on
their individual experience. .

Both sérvice companies and indemnity carriers-
have made , arrangements in various counties,

.through the county medical associations, to estab-
_lish "a foundation to police and maintain quality ’

medical services within their areas. Predetermined
fees are generally charged for services rendered.’

-‘Clarms are paid through the local foundations that

are reimbursed by the indemnity or service camer

13
.

v

Public entities are not requrred to participate in -~

health maintenance organizations because they are -
not subject to federal wage and hour laws. How-
ever, some school districts are now offering enroll- -
ment in health maintenance organizations to- their
employees Experience has indicated that-in dreas
where well-establlshed health maintenance orga~ [
mzatlonsohave beeri in existence for some years,
approxrmately 50 percent of the employees andfor, ...
dependents partrcrpate in the program. )

- "‘ ,,Dentallnsurance S,
Many of California’s school districts currently
have dental insurance programs for employees and
dependents. Three -types of plans’ are generally
found throughout school districts: (1) incentive
care plans; (2) comprehensive plans and. (3)
scheduled plans LT

Incentwe Care Plan ——

A typlcal irfcentive care plan prov1des a sl 000
annual maximum benefit, pays a progressrvely
larger percentage of the dental bill on the basis of
the number of years in memb,ershrp_(70-80-9AO-10&h
percent), and provides full benefits if the sub-
scriber goes to a member dentist. If the subscriber
does not elect to go to a member dentist, he or she -
is then paid in accordance with a benefit schedule.
A typical plan may pay, a percepfage of .the usual
and customary fees of the dentist. The plan asually <
provides for payment of 50 pexcent for prosthetlés,
but this payment does not increase as does the
portion providing for general dentlstry care.

Comprehensive Plans .

Comprehensive dental programs provide for pay-
ment of a set percentage of the dentist’s usual,
reasonable, and customary charges ‘being paid
through the contract year. A typrcal program

- would provide for an annual maximum benefit of _

$1,500 per pergon, with no deductible or perhaps a
$25 'deductlble General dentlstry charges are pa1d ‘

—-—‘:v\
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. at the rate of elther 79 80 or 90 percent Many
. districts, asa cost cutting. devrce elect a program
N paylr‘\g 70 percent ‘and negotiate in future years for

. an ingcrease to eit fer 80 or 90 percent.. Prosthetics -

arq,\%enerally paid for at a constant rate of 50
. .per ept / -

ch d Plans

Schedule plans generally prov1de a “starter
progrgm or districts because of low costs. These
"plans ;offér from §1,000 to $1,500 annual benefits,
_but tll payment of general dentlstry and prosthe-
tics ape based upon a fee schedule similar to that
founa ina surgrcal schedule. The scliedule indicates
the gma\umum amount paid wusing a schedule
*- providing 100 percent of benefits. For a plan
providing 125 percent, the 'schedule was 1ncreased
" by 25 percent. ¢ ..

‘ * .
Self-Insured/ Administrative Service .
; ’ Only Plans. ‘
‘Because of the great. concern ‘of many districts
_over the rising cost of medical insurance for

employees and. their dependents, districts have .«

been exploring the possibility of. pa artially self-

‘insuring or fully self-insuring the medical and other

) dlstnct-pald plans This exploration follows, the
sticcess of some districts in self-insuring or partially
self-lnsurrng their workers compensatlon pro-

© grams. 7

Under a partiaily self-rnsured program the dis-
tnct self-insures the first, $1,000 (or more) of

" benefits and then insures through yarious carriers,
the balance of the losses, if any. The self-insured

¥. program has the advantage of offering potential
csavings if loss experience js favorable.

\% Many districts ‘have been exploring the possi-
blllty of using admlmstratlve services only of the
‘insurance company For districts with poor or bad
Jloss experrence, such a plan would probably not
result in considérable savings. However, for "a
district with a better than average loss experience,
the use of these services would benefit the district

“by (1) elrmmatmg the state premium tax;. (2)
reducing the administrative expense; and (3) pro-
viding .nferest on reserves. Under an administrative

~ services only plan, any program that is negotiated

with employees will be fully $elf-insured by the
district, subject to any Stop-loss coverage. Individ-
ual and aggregate stop-loss coverage will provide
the safety *needed in the event losses exceed the
total amount of budgeted premium, *

The . self-insured/administrative semces only‘

appro‘.cll to providing benefits is not necessarily

Q )

recommended for all school districts. However, ifa

district does explore this avenue of providing bene-
fits, it is strongly recommended that the services of
a qualified employee benefits adviser be utilized.

District-Paid Programs

DlStI‘lCt employees have been mterested
district-paid programs because:

1. A definite tax advantage is provided to the
employee by having "the district pay the
premiums. The employee does not have to
pay for various ‘association plans out of his or
her net income. .

2. Changes in the State Teachers Retrrement

System (STRS) death benefits resulted ir

considerable loss of death benefits to certifi-

. cated employees Prior to STRS changes, the

beneficiary of a certificated employée could - -

expect to receive a death ‘benefit equal to six
months of salary. Following the changes in
“mid- -1972, the death benefit was changed toa
lump sum of '$2, 000.

" 3. Association: plans began to lower the amount'

of death beneﬁts as a -result of adverse loss
experience. .ot

4. The average age of school drstnct employees -

gradually increased as fewer employees -
" entered the work force.and the a.d.a. began to
fall off. :

The four fypes of coverage. provided most often
under district-paid programs are as follows:

1. Decreasing term insurance. For a level amount

of premium payments, the irsurance com-
pany provides a decreasing scale of benefits
based upon the age of employees. Younger
employees receive larger amounts of insurance
than do older employees.

" 2. Level insurance.”For a given' premium, every-

one in the district receives the same amount .

of death benefits.

3. Accidental death and dzsmemberment insur-

ance. For-a relatively small premium, accidén-
tal death and dismemberment benefits can be
added to both decreasing term and-level term
plans. It provides for additional. payments to
the beneficiary if the insured’s death results
from an accidental injury. Benefits are paid to
the insured for accidental drsmemberment
Lirge amounts of this type of benefit are also
available on a voluntary basis through payroll
deduction. . . )

4. Travel accident insurance. Prior to 1973 the
deernment Code permltted school districts

44 :
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to purchase travel accident insurance COvenng
employees and board members mvolJed in air
travel only on school business. SB 663

- | changedthe Government Code in 1973, per-
mitting a’ district to provrde travel accident
coverage for-its employees on a comprehen-
sive basis over a period of 24-hours

Long-Term Drsabrlrty Insurance
(Income Protection)

At first, certificated and classified groups pro-
vided voluntary .income _protection programs
through association membership. However, these
ﬁrams did not meet the needs of nonmembers,

including administrators and those .employees who

.

did not quallfy for STRS or PERS coverage. .

Begmnmg in early 1970, school districts began
providing such protection for all employees. These
plans were “integfated” "with other bénefits
received by employees as a result of their employ-
ment by a California school district. The plans
included extended sick leave benefits, workers’
compensation, PERS or STRS payments, and
Socral Security benefits.

Programs currently written for ampl.oyees of ‘J

school districts generally provide that’STRS eligi-
ble employees will receive benefits for a one-year
- penod while non-STRS eligible employees would
receive benefits to the age of sixty-five. The
programs provide employees with 66% percent.of
their salary in addition to the benefits prevrously
mentloned

’“\Vision‘Care\’

Vision care plans now rank high on employee
beneF t lists. A typical plan provides for examina-
tlon, lenses, and frames. In some cases, plans have
been written to strpulate an amount the employee

‘must pay for vision care before he or- she can

collect benefifs.

. Vision care plans may be wrrtten as riders to life '

insurance or dental programs This is the least
expensive ‘way of providing this benefit because
much of thg administrafive cost is absorbed by the
denfal and life insurance portlons of the program.

=
.

Prescnptron Drug Plans _
Relatively few districts in California prov1de

separate benefits for prescription drug plans. The’

reason for this' is that prescription drugs are
covered under the extendéd benefits section of
medical plais, with 80 percent of their costs (after
satlsfymg the annual deductible) being paid by, the
msurance carrier. Thiv plan does not i)rovrde

L]

.

coverage for catastrophjc illness but'does relieve
employees and their dependents of certam pre-
scrrptron drug brlls . ’

Group Legal Expense Insurance

A number of “prepaid legal services’ ’.plans are -
available. Benefits are designed to provide the full
range of legal services that*have been identified as
those ord1nary and usual legal expenses incurred by
wage earners m their personal nonbusiness affairs.
Under the group concept, the cost of this protec-

“tion" for individual group members is readlly

affordable. Methods for obtaining lawyers and ~
schedule of beneﬁts vary from plan to plan.

Tax-Sheltered Annultles

.

TSA has been adopted as the acronymn for the !

“tax-sheltered annuity,” an investment that allows
public school employees to defer payment of the
income tax. on part of their salary until retirement
or withdrawal from the tax-sheltered account.

The 1954 Internal Revenue G Code, under sections’ -
403(b)\and 501(c) (3), provides that  certain _
tax-exempt organizations, mcludmg__e,dpatronal
may purchase for employee annuities that do no“t
become taxable incosie until the employee retires.
There was some question as to whether this type of.
program was available to public school employees

" under the orjginal sections. However, the 1961
. amendments thelgfornal Revenue Code makes
‘these . sections “appli®able to employees of the
public schools.

After the amendment of the federal statutes,
questions still remained as to the effects of TS

*

under California law. During the 1963 legislative.

session, the California tax laws_were amended to-

allow the same treatment for Caiifofnia income tax -~

- purposes as did the federal laws. In addition, the
laws pertaining to the State Teachefs’ Retirement
System and to the State Employees Retirement, .
System .were clarified concerning the effects of
TSA on.school employees’ salaries: -

The tax-sheltered annuity program daes not -
constitute either tax forgiveness or tax evasion.
The tax deferment aspects of TSA can’ produce
considerable savings for the employee because the ..
amounts paid into such an annulty program are not

, subject to income tax during the period of hrgher
earnings .but become taxable after retirement when
earnings may be lower. In addition to such °
probable tax savmgs amounts paid into such a
program should increase in value through dividends -
and mteresf

E




" ticipation is requife

Basrcallx two methods can b’e use()fforksettng up_
such a program and desrgnatmg a fundmg agency.
(1) a commercial insurance carrier; and {(2) the
- State Teachers’ Retirement System -

" The following steps-may be used. as a gulde in
. evaluating aud establishing a TSA program in a
* school district:

1. Set up a study.commlttee to evaluate and
drssemrnate materials “and to report its find-
ings to the administration for review.

- 2. Refer the matter to the governing board with
administrative recommendation.,

" 3. Request the governing board to adopt a
resolution’ that permits district employees to
avail themselves of the_program,

4. Hagve interested school district employees
authonze the govermng ‘board to purchase an
‘annulty in" their "behalf. This purchase is
accomplished “through the execution of a
contract amendment. It should be noted, for
the purposes of this discussion, that a con-
tract ‘would be reduced by the amount autho- .
rized to be paid into an annuity. .

5. Have payréil dEductrons in at:cordance with

_terms and strpulatrons of contract amend-

ments, be withheld ‘by the school district and
forwarded to-the annuity carrier.

Cafeterra or Modrfied Cafeterla Plans

Under the cafeteria plan, the dollar amount
allotment per eriployee is stipulated. in the plan.
The employee has an opportunity to "select the
beneﬁt’s that meet his or her particular needs.

In tue “full” cafeteria plan (becoming less.and
less popular), all benefits are truly. optional, with
the employee havinig access to the total district
confribution and having the right to select any_
' coverage offered on the benefit selection sheet. A *
. disadyantage to a full cafeteria plan is that it is
1mpossrble to offer cdverages that require 100-
percent participation, such as dental coverage. ~ °

Under the modified cafeteria approach, certain
benefits requlre ?qulc part1c1patlon Such par- .

dental, life, lncome protet-
. tion, vision, of prescnptron drug programs are
-offered ‘by the district. An example of a modified
~ cafeteria plan is given in the following paragraph:

- The district makes '$800 available annbally to
each ‘eligible "and qualified employee. From this
$800 would be subtracted the cost of"the dental
program . ($100); the ‘cost, of a life’ insyrance
~program ($15),; or a total of $115 would be
> subtracted from the $800 leav1ng a balance  of*

[Kc“ T,

R " Brd or Negotratron Method T

. employee beneﬁt adviser are:

~ 5. Make Certam that adopted plans meet SpeClﬁ-.,

-~
had » . »

$685 for t'he employees use on any of the other
" available programs; such as medical, voluntary life _
1nsurance tax sheltered annurtles, and so forth.

. 52 Iy
Two methods of selectrng ca";'\nefs, plans,” a nd. .

rates are thé “bid” or negotratron” method: 77>

1. Bid: Through the bid method, detarled spec1ﬁ
cations are prepared by the employee beneﬁt ""&{f
specialist and/or the district, with these speci-§ & 5
fications be1ng forwarded to numegous, insur-, . "
ance carriers. Scaled bids are received, and the -
low bidder is usually awarded the busrness if
the- spec1ﬁcatrons and other criteri» are 1mt. o
It has generally been found thav it is ex- :
tremely difficult to compare plans of numerous
carriers even though detarled specrﬁcatrons
are requested. :

2. Negotiate. Many firms in the private sector ds

* well ‘as school districts have fourid it to their
advantage to negotiate with one or two of the
prime carriers involved in providing school
drstr}ct benefits. Because school district insur-.

" ance is a specialty, it. has ‘been fourid :that

- better plans with more favorable rates can

sometimes be. secured through, negotlatrons LA
rather than through the bid method :

L

Professronal Help .
The ploviding- of fringe benefits has become

‘complicated because of the numerous aiternatives
. available covering the many areas of employee

fringe benefits and the large contributions required

. to provide these benefits. Because of this, adminis-
. trators and management teams should make use of

the services of an employee benefit specialist either
as a distrjct staff member or as a consultant.

An employee benefit specialist may be of
assistance in helping the management "team analyze
employee proposals and- assist in making counter
proposals. Once a benefit has been determined at;
the negotiating table, the employee benefit adviser

_ can then shop and price the plan for the ﬁnal

decision of the management team.
Other services that can be offered by the

1. Help “set the proper prlorrty of cmployee
. benefits. . x
' 2. Provide alternative plans
3. Help .communicate benefits to employees
" after a plan is selected. .
4, Help enroll and conduct meetmgs

P
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6. Work with the provider at.renewal time to
determine proper rate increases, if any:
7. Continually provide the districts with updated-
, - information as it affects fringe benefits.

‘Employer-Employee Negotiations ‘
Prior to the effective date of Government Code
sections 3540—-3549, fringe benefits normally were
negotiated on the basis of the recommendations of
an:-insurance committee. Insurance committees
generally .Weére formed in one of two ways:

1. The_various employee organizations, along
with the administration, appointed members
to act as a fact finding committee composed
of “certificated ahd classified employees along
with one or two members of an association of
school adiinistrators.

The district superintendent would Zppoint
members of the certificated and classified
groups to act as his or her committee to make

",

recommendations to him or her for negotial". )
- tions with the school district governing board. -

" The passage of collective bargaining legislation
made it extremely important for " districts to
become aware of the impact of the cost of fringe »
benefits on ‘the district budget and of the impor-
tance that district employees place on these bene-
fits. ‘ :

Two considerations of particular importance.to

* the management tear negotiators are:

I.The agreement with the union should not
specify insurance.carriers but rather define a

* plan “that would be provided for the
*. " .employees and/or dependents. This'then gives
¢ school administrators the ﬁrerogative of

" selecting a carrier for the district which may
result in conserving considerable district dol-
lars for other needs. ' ' )

2. Some legal opinion allows for a continuation ,
of the old insurance committee. The. purpose
of this. committee would be to give input to

? the district negotiators or staff about

““employee fringe benefit requests and at the

" same time permit the insurance committee to

. ‘explore alternatives and plans, and to!carry
this information back to the membership and
to the union representatives. Such an informa-
tioh exchange would probably not be com:
sidered an unfair labor practice.

It is important that the best possible program
for both.cost and coverage of “the district’s
emvloyees be seécured following the prerequisites,

set forth below: . ¢

«

. N ’ . . .. . f
1. The district should be in complete control of /

the program. ‘Since it will have to sign
contracts with insurance providers, the dis-
trict "should be the one to determine the
. carriers and costs. .
2. Selected programs should not -permit discrimi-

-

or nonmembers, - ) )

‘3. Consideration should be given to requiring
that the district receive loss experience data
from carriers, This information ‘is vital in.
determining whether the ‘cost is too high for

. the benefit received. Maintaining such infor-
. mation in the district’s files makes it possible

nation against employee association members )

for the district to “shop” its plan when the -

rieed ' arises, Many companies will not quote
unless this loss experience is;available.

- %

Recommended Practices

The following procedures are suggested- as guides -

for determining, selecting, and handling group

. employee benefits: -

", 1. A study committee should be established.to

. determine what “benefits pse needed by the
“district personnel. .

2. The rstudy committee should evaluate the

ifsurance. companies on the basis of their

financial standing, experience in the field, and
local claims handling and paying sesvices.
3. When ‘a particular coverage has been chosen

broker, ‘or agent should be consulted. The

adviser should be particularly helpful’ in |

explaining the latest “underwriting ‘practices,
which change constantly. . N
4. To avoid problems:of evaluation, the specifi-
* cations should .describe exactly the coverage
desired: - . "
a. The type of poligy.desired
b. The name of the insured
<. The kinds of coverage required
d. The specific policy conditions
€. The policy period (dates) s
. f. ‘The premium period : o

AN

. 8- Provisions for continuing protectib_n to »

persons who retire from the district

5. In general, school districts will get satisfactory .

results more often through negotiation rather
.than through formal bidding.»* -

6. District- quotation forms should be used to
ensure comparability of rates. ,

7. If formial bidding is desired, maximun public-
ity should be given to the bid proposal, and ,

-~

for s'tu,dy, an insurance adviser, well-qualified -




ample time should be allowed for bidders to

respond.

b

. . 4

8.If the basis of negotiation is desired, all |
eligible agents or brokers indicating an inter-

[

e,

- ERIC

PAruntext provided oy enic IS

(N}

est should be given ample opportunity to

~

’

V\

-

submit,quotations and to present all pertinent
data regarding their servicas,

9.'The financial stability, service, and rehabxhty

\

of the underwriting company and of the

broker or agent should be, given particular _

con31deratlon .
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In recent. years dramatic changes have taken
. place’in the " area of risk management. Some school-
* districts have found that thejr insurance premiums
have doubled or tripled; ‘while in other districts,
certain types-of risk coverage have increased to the
point where the “high' cost has forced them to

- assume most or all of their own risk. .
Several factors have caused the increases in

premiums., Insurance company premium rates are
based on the loss expenence of claims paid and-the
return the’ company receives from invested pre-
miums. In recent years, insurance companies have
experienced .a greater than anticipated loss from
the number of claims paid; while at tite same time,
many of their investment portfolios have deterio-
rated., The result has been bothH an increase in
premiums and a decrease in money =svailable for

insurance companies to provide excess coverage.

Insurance cempanies_have also become more selec-

tive in areas of coverage The increases in pne-'

miums, plus the drfﬁculty of securmg coverage in

. some high fisK areas, have causéd school districts to
* seek alternative means of provrdmg protectxon,?\

including self-msurance L.

Theory of Self: Insuranée

The theory of sélf-insurance is to retam that o
coverage for losses that the organization is ﬂnan-‘

cially capable of absorbing. These 1dsses are pri-
marily those that may reasonably be anticipated,
fhat are recurrmg in ‘nitture, and that are limited inj

| severity. §uch losses ni‘ay be covered by a budgeted

account to expense the \osses in the normal course
of 'business or by a reserve fund from which
payment may be madé for the loss.

To .maintain. a satrsfact&'{ loss ratio with an

‘insurance carrier, a district s ould not expenence

losses in>exvess of 60 percent of the premiums
paid. The balance of the premium is used by-the
insurance company for administrative expense,
.profit, and the insuring against catastrophic loss.-
Where losses are reasonably predictable and are
limited, a district is well-advised to expense‘or

.self-insure against such losses.

. ChapterX!ll T
o Self—lnsurance o

%

The following advantages may be attributed to' ’
self-msurance .

1. Savmgs in net cost by ehmmatmg the i msur- .
ance compames administrative c05t and
profit

3. Use of working capital-and eammgs on the

. reserve.fund ~ - Y

3. Better control of losses
4. Greater incentive for IOSs prevenuon and loss
.control - - .

Drsadvantages associated w1th self-msurance arew

the following:
1. Need to establish a reserve fund “ /
. 2.Not bemg able to detérmine maximum lo /s
: that may, be sustained

3. More complicated handling of claims

4. The possrblhty of' extensive self-insura |
programs further diluting availability of neces- -
sary msurance coverage and excess protection -
from insurance compames o

-~

Appllcanon of Self- lnsurance‘ L

The . application of self-msurance in a school‘
district ~may vary from a minimal deductible to a
fally self-insured progfam coverage. However, a
district must, have the f}nancial capab:hty to cover -
losses. or establish” necessary*reserves for whatever .
insurance program that is instituted. Self-msurance
has three primary apphcatlons 4

1. Self-insurdnce at v rymg levels w,xthm a school
district, where $h¢ district estabhshesqts own
hmltatlons and’ provrdes the requlred reserve

_ funds » . . ’ ’

2. An- informal agreement with other districts
wherein each district’ retams its own level of -
self-msurance, with- losses above . thi si level -
being insured through "a group pur hase. -
Under this arrangement, each district is liable
for its own losses and does not contnbute to
the losses of any other drstnct ~ .

§ -

5
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\
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ASee pages 5, 6, and 18 for legal provisions for self-insuring.
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™ -3.A formal joint powers agreement between ° financially assume a substantial amount of risk.
. two or miore districts, wherein funds of the  The purchase of insurance policies’ that have small

A ,school district s ‘well-advised to purchase against a district if the district, bn its own decision,

stop-loss coverage, whereby the insurance company ~ has refused to settle  a reasonable amount apd if
+pays for any loss in ex¢ess of a sct amount. From a a subsequent higher .adgment qn the same case is
practical standpoint, however, such coverage is = awarded by the court. Thus, because of the third

_becoming difficult ‘to purchase. If a district that ~party involvement jn liability claims, this type of
self-insures does not or cannot purchase stop-loss * . coverage is not conducive to the use of rejatively
insurance, t'e district is, faced with an unknown.® small deductible amounts. ’

therefore, the amount of money needed in a capability te assume all of. their_ljability risk;

" For many Years property coverage has been the, yunanswered._This. question must be determined by
_subject of“partial 'selfinsurance through the appli-  each local governing board.
) cation _of. deductible . dmounts. The deductible

» "Wittiout a stop-loss provision, a district may be in gram. This program is popular among .districts

" financial ‘c"iifﬁculty if it"experiences serious .Josses because short-term cash_flow advantages can be

beyond the amount éstablished in a reserve fund. realized. Also, experience has shown that districts

. . will have a better loss control and loss prevention
Crime Coverage

when they are diréctly involved-in the management

A district may provide for crim¢ coverage by of the program.
purchasing ".insurance -with varying amounts of . Districts, except the very lajgest ones, mpst join
dgductible, of it may assime the total risk by in a joint powers agreement to realize savings on
A-Js{elf-insuring. The determination of *whether to ~ workers’ compensation. Self-insured grouph estab-
self-insure or whether to purchase deductible insur- lish @ fund to cover anticipated claims af]d then
ance should be. based ‘on the amount of ‘adequate - purchase reinsurance tQ cover the catastrophic

rovided for the district’s physical prop- losses. If an individual district purchases reinsur-

o-on whether equipment is concen- ance, the minimum cost may: be more than distticts
trated within the Qistrict._If a district chooses to are currently, paying for workets’ "Compensation
purchase burglary and robbery in nce, policies insurance. Therefore, the districts must form joint

may be purchased with deductible amo%and\ .- powers groups to share the cost of reinsurance.
should be purchased from the same company that ormally,.a school district. or joint _powers group

. carries the district’s fidelity bonds. (See page. 28.) Wm\with a claims adjustment firm for the
i ' ’ ] . administration_of.the worke ’/compensatioh pro-

. o gram. . ~
. Education Code Section 1251 [35214] permits . -While self-insurance

) Liability Insurance

- the district, its officers, and its employees..How- , potential pitfalls. For,_éxar'nplg, sch&)l district
‘ever, a district should not self-insure unless it can "may save money on the short term but fh t.

v
¥

£ : - ’ . N

. Darticipating districts are placed in a single deductibles ‘will not result in substantial premium
»* reserve account and are available for the  savings, and in addition problems in claims.investi-"
- payment of losses. Under this arrangement,  gation and’ adjusting are created, 4f a district
 the district’s contribution may be limited 6 partially self-insures its liability exposure, a clearly
its own lossés, or all losses may be paid froma  defined agreement js essential between the district -
joint reservg account, which may result in one . and the insurance carrier doncerning the adjust-
district helping to pay losses for another . ment of claims. Withqut sukh an agreement, the
_diStl:i?t-‘ : o insurance carrier may“decliné\to pay a judgment

reserve fund cannot be predicted. This s probably therefore, self-insurance shoul e considered only -

the greatest disadvantage to self-insurance pro-  if the district can assume a basic risk level, up to -
" grams. 7 . . o $500,000 for “example, and can_ then purchase
SR . - ) . e excess coverage beyond this amount. The question
_roperty Coverage : PR of» iow much is enough excess coverage remains

o . . : a1 50 . - S e

amount &f obligation in the cas¢ of loss: and, "Most school districts_do not have the financial

’

~amounts may be-increased.in accordance with the Workers® Compepsation Coverage . \/
ability of.the distgict to“establish the necessary The most interest in self-insurance is currently’ i
reserves to dbsorb .a: loss .or_a series of losses. . being shown in the workers’compensation.pro- ,

ers’ compensata'c-m .
any school district to self-insure against liability of  _offers advantages, districts should- ?-J\o .
y » i SK\\
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provide adequate financial reserves to meet the¥ail "
of losses (the lenigth of time between the date of
-occurrence of a loss and final settlement of that

loss). This' tail * of” losses may extend .over many

years,:It may be difficult for a district or even a
joint powers group to establisli a large enough fund
if it has a poor loss record.

Employee Benefits ‘ ,.

Some school districts have indicated a modest
savings through self-insurance in employee benefit
packages. Such a, program normally requires the
use of contract adjustors and should include the
purchase of stop-loss coverage to insure the maxi-
mum- liability of the district. The succéss of-such
programs is dependent upon the contract adjust-
ment facility used and the ability of the district to
control utilization of the beneﬁts provaded

l:ong-Tenn‘Disabihty Do -

LY
-

Long-term- disability coverage is not recom-
mended for self-insurance by sthool districts

because payment of claims extends over a long -

M

period and because establishing_mleqilate reserves is
extremely difficult. This coverage is best handled
through non}l«msn’rance channels. .

Summ‘ary N
In any’ program’ of self-msurance, the distr;ct

. must determine its financial ability to meet future -

obligations, stop-losscoverage must be purchased if
available, and adequate feserves ‘must be estab-:
lished, mcludmg an_ amount to cover incurred but.
not reported losses. The reserves should be set up
under provisions. of Education Code Section .
15802.1 [39602] as restricted reserves ‘available <
only for paymerit of claims and expanses related to .
the self—msurance pro- am to preveat the fund
from being used for. any other purpose. Savings are
available through self-msurance, but such savings
may not justify the added exposure-to”loss that
may be assumed by the district. In all cases, a
coordinated ‘program should be-developed wherein
the district assumes liability for those losses it is
capable of paying and purchases i insurance to cover
16sses above this level

x.
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-»The,followmg.mggcshons arenmadg‘tspeciqll_y for those
" districts ‘that have not. developed regularﬁm ry and
» property-record procedures, Essentislly; they replesent an
> attempt to lay out minimal -procedures for establshing and -
- maintaining an irivenfory system that will perfmt a
- district to do the following:

poss:ble an exact estimate of insurdnce needetl
2. To supplement basic records with sufficient data t
make possible the full recovery of any losses
. 3. To meet the requirements of Education Code Section

. 1004.5 [35168])* o
The following steps should be take setting up and
- operating an inventory system:

1. Develop an inventory classifi catxon list that mcludu
- an alphabetical listing of standard items used in the
school dxstnct

. 1The corresponding section number ;:l the new (reorganized)
Fducation Code (effective April 30, 1977) is given, where applica-
ble, in brackets after the old section number, .

. R - AppendnxA L
Suggested Inventory Procedures .

1. Ta determme\he msu:able value of contents to mke = -

- - - »
b . . £ A = 4
4 y

t .
g ‘ ’

Al

) 2 Make use of the regularfusaff Use teachers to‘ .
inventory classrooms, custodiajis to inventory supply
rooms, and clerieal staff_to inventory offices. o N
3. Develop inventory forns, accorgpanied with appro-
i priate instructions, to simplify the job.
4. Take the inventory”at a regularly scheduled ¢ime. -
Ordinarily, the end of the school year is most™
satisfactory. - :
5. Take the inventory room by room, 'bunldmg by .
+  building. A pjat identifying the tdoms.at each school
by their numbers is a helpful device. Room mvem
tories should be consolidated and summanud by,
school., This responsibility may be delegated” 'to_¥-
« individual principals- or may be assumed by th{;} L
business office. - . T 5=
6. Price the inventory for each school by ass;gmng um ‘. ¥
prices to each type of itefn, computing the-cost of th
> units of each type of item, and then computin i}ie
- cost of-all types of items. The current market Gost:of *
« replacement for new 1tems similarin kind shou d be
used. Cost data may be s;cm;d from currenamchas-_
ing records, from:manwacturers’ i:atalogs from
vendors. -
7. Adjust réplacement cost for deprecnatx&k to- d t&
mine msumble value .
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- : Appendix B - . - : .
. .° . . . ‘ T . | . . - '@ . . ) R
L - Sample Inventory Form - .7 . -
- })i . General Instructions . . builtdns; and small 'item_s that are easily lest, such as
- . . “ e . !
- ' General administrative instructions should be given here, scissor, staplers, and the like. ) ] ;
* including ‘such items as who is responsible for taking . ,!tthshguldbeun%erstoo‘gﬂ;hat ‘h‘?f"c“‘ss::‘;lb”l‘_"&‘i‘.‘“‘fm"d;.-.‘?
-+ invéntory and when it s to be completed. in the inventory. form will vary from school “district to
2 - . - © school district. The example presented here is & general |
. .o B ~ form that has proved effective. A unified" school ‘district -
. . Specific Instructions A - might need four different inventory forms—one for elemen.
~  Specific instructions should include all iteins of furniture tary classrooms, one for high school classrooms, one- for -
and “permanent™ equipment tfat are removable;i.e., those junior. coliege classrooms, and a’general' form for use_in.
items that are neither integral parts of a building nor areas such as laboratories, offices; and gymnasiums. Each °
permanent attalhmertts to it. Items should not be included - school district should dévelop forms to meet its own needs.
" that are permanently attached to the walk, floor, or ceilipg; . Asample inventory form is shown below: - -
. .. ' . ‘ » . +
. ‘ ? . .
¢ ) SampLe INVENTORY Form . .
. ELEMENTARY CLASSROOM INVENTORY. .
) ScHoor ENTERED BY.... oo e PR
s o Roo Numsex i . Date ¢
— - béuriyliop N Quantity C(ul per vnit . Totsl cont -
o . s 'CnAll;s (by Jistance from sea} front to floor) s :
1718 weed : ir .
S L 17°—18° métal__-__° S - e ‘
v - ' " 15"~wood : n .K 2
e IS';meul - -
- 13"—wood * N )
N — — - s . ) . -
: 13"—metal ! » . .,
ST 1 wood ) _ X
RS o 11"~—metal ., '
PR . Other (describe).
* . v - - , . . ‘ i
.é - Dezsxs, Stupenr  ° - ’ * % . o
e - Universal, size Ai(large) ) : N lx-‘. . .
s ) : . : )
. . Universal, size B (riedium) s . S "o
T - Universal, size Qf (s:nll) - t ¢ AR
) . ~ N K R . A 0o ‘ - deopte
L A N TRIRE; > T Py S Ll e o ; F B
LR LIS A AN AN AN ,"T‘rblsd:?k;.("ns!:?‘ ~ T _{, R ' a W P
o N : ' . . RN ’ ’
- . ’ a4 . -
. .. A 2 B3 -
- - Pl 47*.3.’1””7 7 . - ot L T T - -
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e Sing]{.'pc;lmal. metal

- % o . MEVERE -

Sl ol )
. Samrir INventory Foru—Continued® -

. Description

" .« .

- Quantity

Cost p«‘nit‘

8

. Y »

Table-desk (double). - . -

t" . Ta‘b!e a.rm desk-chair. > y

. Other (describe):__ : .

-

M -

D;sxs. Teacuzx

Single, pec‘icml, wood. 1

Double pedestal, ‘word ' .
Other (describe) had N

.
LN

Firinc Caminers
-

2-drawgr, metal

[N . ' .

LS
NI , R

) ’

3-drawer, metal:

'~ . .
* 4-drawer, metal \\ :

Other (describe) \ .

‘U.S. Fracs' = . \ B “‘ . T

. Size.

Bize o \ - .

Caurornia Flacs . \
" . .
ie. . \ .

Size 1

.
< * .

Oryer Fracs (pEscrisg) \

* Fiac Stanps, Pepestal . )

Groses

“Size

) : \ o,

Size .

Mars, Wart ilist separatgly)

<\

_ Note: (There has been no attempt to make the’above lin'iomplete.)

Incruoe Itzms Nor Listen . \

= 5
Description - Quantity \Qm per unit

‘Total cost
1.
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_ - Appendix C : . —
R Form for Llstmg School- District . _ -
. P > . SReze # o
¢ 7 Insurance Policies. A e
- N . 2 . . . ‘ N .
S . SCHOOL\DISTRICT INSURANCE RECORD * 4
- Nun::er of , Name of broker ’ J]  Amount of Description of i
Type . Company . policy or agent Expiration date | Term of policy Premium coverage coverige =
. s — - - - — =~ . ‘:
- . - . © > ,\‘ ~ A *
. e - ] . |
P f; . e ) * . |
. - . i
'- B B . - ' ) '
4" ‘4‘ . - ’ ‘ ) ! . N b
. 18 o . -
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L App_endixD L
. Tax-Sheltered An_nuitiés Agreement
- . (With Hold-Harmless Agreement Clause)

. WHEREAS, the Board of Education of the ' - School District of: - 5
County, California, wishes to make available to its employees the provision's of Public’Law 87-370, United States
Internal Revenue Code Section 403(b), and California Revenue and Taxation Code Section 175 12;and

WHEREAS, the company designated below has offered to pioﬁde tax-sheltered annunties complying witﬁfederal
and state law for eligible emplo\yees of the 5 Board of Education wishing to have such

annuities purchased for them by the toard of education; therefore, p
IT IS AGREED AS FOLLOWS: . oL .
1. » hereinafter called the company, shall provide for putchase by the board of

education for its employees only annuities without z life insurance ¢ :ment complying with the provisionsof -
Public Law 87-370, Section 403(b) of the United States Internal Revenue €ode and Sectiog 17512 of the .

California Revenue and Taxation Code and any other pertinent present.or future federal or state law. Such
annuities shall be 4vailable for purchase by. the board of edumtion'fgmny legally eligible employee electing to
participate. - | - . . ~ . - . .
2. The company, together with its agents and representatives,/shal/l comply with all pertinent written directives

regarding the.solicitation of employees of the board of eduication and the purchase of tax-sheltered annuities. -

e 3. The company shall hold harmless and indemnify the boatd of education,the school districts, their officers and  «
<7 employees, for every claim and demand, including those based upon negligence of the board of education, the
districts, their officers and employees, which/méy be made by reason of the purchase of annuities by the board

of education.™ . / ~ S ) .

4 The company, at its own cost, expelfs/e, and risk, shall defend any legal proceedings that may be brought o . e

against the board of education,/thé school districts, their officers and employees, on any claim or demand and

shall satisfy any judgment that may be rendered against any of them. The board of educatioh shall rotify the

-

- company on the receipt of-any such claim or demand. * e .
- . . .
/ i ’
». Date » Authorized officer of the company Title
' e ' s
/ _ = -
State of Calii'o_ rnid )  Acknowledgment
“ . )SS
County of _ - - L )
On______, the person whose name is signed above for the company and whoyjs known to me to be the

individual and officer or partner as stated above who signed this\instrument, personally appeared before and
acknowledged to me that he had exccuted it, arid that the corporation or partnership named above had executed it
in accordance with the bylaws or resolution of the board of directors. .

.
- » L]

(Seal) : : : ' _ N

“ Notary public for said county and state i

s 96




s N

S ( ~Clossary * - o T

Accident insurance-Insurance designed to cover accidental
*  injury’on an occurance basis without reference to legal
liability. The agreément may in some predetermined .
measure compensate an injured individual for the cost of
medical zare, for the loss of time from his or her job, for
personal injuries, and the like. - -
Actual cash value—See Insurable value.
Additional insured—An endorsement o certificate wherein
. “the-cagrier names another party 4s an additional insured
" - under the contract. Provides direct coverage of the
polncy to the additional insured. Coverage should be
indicated as primary over any other insurance to avoid
participation in any other coverage. s .
Adjuster—A persqn (or organization) who settles claims
covered under an insurance contract. A company or
independent adjuster represents the carrier; a_public
adjuster represents the insured.
Agent, insurance—An official representative of an insurance
company with limited power to act in behalf of the

. ~company. Since the insurer (company) does not usually
L deal directly with the insured (school-district), negotia-

: tion is usually carried’ on through an agent who
S represents the insurer or through a broker who repre-

sents the insnred.
" Aggregate deductible—The totst of all per loss deductibles
that must be suffered by a policyholder in any one year
* " onany one policy. -
Aggregate stop-loss insurance—A form of insurance cover-
age that provides a limit on-the amount.of aggregate
deductible that a policyholder may suffer in any one
year. After the limit is seached, the aggregate stop-loss
insurance assurfies the. responsnbxlnty to pay all sub-
s2quent deductiblé amounts.. " -
Appraisal-An estimate of value. For insurance purposes,
the appraisal usually represents the insurable value.
Average-clause—~An agreement included i a policy by
. which the insured agrees to carry, for a reduced
. premnum raté perS100 of insurance, ipsurance coverage
in a definite amount stipulated as a percent of the
| insurable value of the property or properties involved.
Under such an agreement, the insured may recover for a
loss only in the proportion that the amount of insurance
actually bears to the amount of insurance required by
‘theaverage-clause agreement.
Basic rate-The rate apphed to a whole class of policies on
similar risks. Thns rate is subject to modification through

~

Q
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charge or credit, dependmg on the pamcular characteris-
tics of the risks (loss.experience). Vo ;

Binder—A memorandumi from the insurance:.company
confirming that.coverage is in effect pendmg nssuance of
a formal policy. N

Blanket coverage—A pol:cy that covers ‘two or more nsks
In schoolfire insurance, blanket policies that cover-both
buildings and contents at several or all locations are

. commonly employed.. Blanket ﬁdehty bonds cover all

employees.

Blanket position fidelity bond—A bond that provxdes
recovery up to the face amount of the bond for each
.employee 1nvolved in a loss resultmg from a dlshonest
.act. . :

Broker, insurance—A- Tepresentative of -the dnstnct who |
assists in placing its insurance business and in carrying on
other negotiations with insurance companfes. Generally,

. the insurer (company) does not deal directly with the ‘

- insured (school district)-but acts through an agerft who
represents the insurer or-a broker who represents the
insured. - - ;

_ Broker of record—A broker named by the insured as hisor
her representative in establishing a rate (as an average

.rate) through a rating bureau. The broker is thereby
established as the exclusive representative of the insured :
in negouatnng with the insurance carrier. )

Burglary—The cnrmnal abstraction of property by any
person or persons forcing entry into locked preniises.
Burglary insurance polncnes ordinatily cover such acts .
only When there remains upon the exterior of the
premises visible signs of forcible entry by tools, éxplo- .
sion, électricity, gas, or chemicals. A blown safe is-an
example of evidence of burglary. -

Certificdte of insurance=Certificate issued by or on behalf
of carrier verifying insurance coverage. Does not make .
coverage applicable to anyone else unless addmonal
insured endorsement is ‘included.

Coinsurance—That portion of a fire loss that must be °
assumed as a result of failure to carry the-amount-pf—|

insurance called for by the average clause; that portion
of a payment under hospital-medical coverage assumed
by the subscriber (frequently on an 80-20 basis).
Coinsurer—A provision in a policy that requires a policy-
holder to participate in a loss (or become a coinsurer). In i
fire insurance policies, the policyholder may become a
3 : .

.
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coinsurer if he or she fails to insure-his or her property

“to a speciffed percentage of its actual cash value.
Commercial blanket fidelity bond—A. bond that proirides

recovery for a dishonest act of an employee or

employees. The total amount recovered is limited to the '

face amount of the bond. . ®

Compensation insurance—Coverage undet Division 4 of the
Labor Code making all employers, including plblic
agencigs, responsible' for medical, hosPItaI,‘and partial
wage- losses that result from on-the-job injuries to
employees. School districts must insufe against such
liability with the Stafe Compensation Insugance- Fund
and not with ‘any other insurer. The distr.ct may
self-insure* workers”.compensation risk. N

Comprehenszve liability msurance—LrabrIrty - insurance
written to cover all legal liability exposure except that
which is specifically excluded in the insurance agree-
ment,*This policy is usually recommended for school
district Use. -

Concurrency—A situation wherein ‘more than one pohcy
covers the same risk and each of the policies contarns

«identical insurance provisions in all respects except rate,
\-term, and amount of insurance. .
’C'c)nsequenttal loss—A loss not directly caused by the penl
insured against but resulting therefrom.

Contents—Ordm'me, all equipment and furnishings housed

~in a building but neither integral parts of the building
‘nor permarent attachments to it. L e

Contract services - Independent claim adjustment or safety
services used by a self-insurer on a *‘contract basis.

. Corridor - Out-of- pocket expenses paid by a subscriber after
payment of bas’ ber.e('ts but prror t applrcatron of
maJor -medical coverage.

“Cut througlt” endorsement - Amerrdorsement to a policy
that grants to a policyholder the right to enforce the
terms of the policy directly against a reinsuring company
“in the event.of insolvency of the i insurer that issued the
poIrcy .

Deductible—The amount a policyholder must suffer as an
agreed amount of loss, This amount must be los: first.;
and- “deducted” fin the total of the damage. to
determine the amouat the insurer must.pay; thus, this
amount is termed the deductible: (See also Per loss
deductible, Aggregate deductlbloq» and Aggregafe stop-
loss insurance.)

Depreciation—A measure of the extent to which an asset
has-been consumed. No property or asset is completely
permanent or imunutable. All assets are subject to
gradual consumption of erosion. If the quality of ranty
is excluded, any “old” item is less valuable than a “new?
itean ,of identical kind and. quality. For accounting
purposes, depreciation is usually considered to, be a

furction of ume .

Deprecratton insurance Fire insurance coverage wrrtten as
an endorsement and designed to cover the difference

-

-

between full replacement cost of property or properties ™

and the ordinary “jr urable” value of the property,
which is replacement value' less depreciation. Such
coverage is also known as replacement insurance. )

ERIC E :
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Deviation—The amount by which a rate differs from one
published by a rating bureau.

Distribution clause—A provision of. 3 blanket F ire insurance
agreement that restricts the amount of recovery for loss
occurrrng to .any individual ouilding or property to the
amount of insurance covérlng that specrf" ic property . The

distribution clause is required -by inost companies when

* an average ciause of legs than 90 percent is used.
Endorsement—A Written agreemnent added on or attached

to an insurance policy and eithér clarifying the original '

basic insurance agreement or amendrng it by resmctmg’

or extending its provisions. .
Excess carrter/catastropluq Irabtltty -carriecr—An  insurer
<« whose policy does not pay until a loss exceeds an agreed
amount (excess insurance). Such amount of-loss may be

insured (prrm.try insurance) or it may be self-insured

(self-insured retention, SIR). Many carriers will .only
provide such excess insurance. at a level that will protect
a policyholder from amounts of Ioss that would’have a
catastrophic impact. .

. Excess insurance—A provrsron giving coverage- after a policy
in a basic amount lias been exhausted. <,

Exclusion—A cliuse or provision in an’ insurance contract
specrﬁcally stating that a deﬁned dct, situation, or
property does not come withir the scope of the risk
berng assumed by the insurance conpgny. .

" Experience~The claims history of a risk. . .

Extended coverage Insurance protection written” as an
endorsement to a fire insurance agreement extending the
protection from loss by fire and lightning exclusively to

JJoss from the additional perils of windstorin, * hail,

explosion (except steam boilers), riot, riot attendrng a.

strike, civil commotion, aircraft, vehicles, and srnpke.

Faithful- performance bond—-A surety bond that covers
losses due to mistakes in judgment, aets of omrssron and
infidelity.

Fidelity bonds—A form of suretyship that orotects an
employer against loss caused by the drshonest acts of
employees.

Floater—A type of policy covering portable property

Group insurance—An insurance agreement made between

an insurer and an association or organization covering all
-or part of the members or employees Life, accident,
health, and hospitalization insurance age often written
on a group basis.

IBNR -An “abbreviation or acronym for the term “incurred
but not reported.” The values of all happenings that
have occurfed but have not as yet been reported to the
insurer. Such IBNR estiindtes are based on historical
average as inpacted by current trends.

<

~Irearred-foss=A liappening on-wiitcl{a payment, S amTiCE
pated but final settlement has not yet taken plaee. The
value of such incurred loss includes the estimate of
ultimate settlement, including any interim payments.

Individual fidelity bond- A bond that covers the dishonest
acts of a specific employee, officer, or agent for a
specified amount, soinetimes known as a name bond.

o8
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,Insurable value—The current replacement cost of a property

o sy deprec;atron and less noninsurable or excluded'

1tems

Insurec—The party or orgamzatlon whose nsks are being

transferred or assumed through the insurance contract or
policy. When ‘A school district takes put insurance, it is
the insured party. /

Insurer~The insurance company or cpmpanies; "a business
_organization licensed by the state to write insuranceé
(i.e., to accept by contractual agreement the transfer of
risks for uncertain losses of other individuals or groups

\  of’individuals and to make accumulations to meet such

losses) -
ISO--An abbreviation or acronym for Insurance Service
" -Office, which is a national insurance rating organization
that establishes forms, rules, and rates “for most property
and habthty lines of insurance. -

Joint powers-agreement—A formal agreement provided for

. by law {Government Code Section 6500) wherein
separate entities may exercise jointly any power they
have individually. One entity may share in assumption of
losses by anather. This device may be used to purchase
insurange or provide for uninsured losses.”

Larceny—A broad, term that generally covers the-criminal
abstraction of property It is often used synonymously
with theft when the act is not classifiable more
specifically; e.g., burglary, robbery, or embezzlement.

Liability—-The legal obligation to assume responsibility for
ong’s own acts or omissions, including the injury
occasioned to another’s person or property because of
lack of ordinary care or skill in"dee management of one’s
property or person.

Liability insurance—Insurance desrgned to cover some or all

. aspects of. the legal liabilit" exposure of the insured.
California school districts are legally liable for the
negligence of their employees, officers, and agents as
well-as for‘injury resultmg ‘from dangerous or, ‘defective
conditions of schaol property. The habrllty must be
covered by liability insurance.

LOSS—The amount that an insurer must pay or antrcrpate
paying as a result of*a happening against ‘which it has

- insured. (See'also Paid loss and Incurred loss.)

Malpracttce insurance~Insurance against the liability that
may arise from the rendering or -failure .to render
professional treatment or services for the body of any
person. For a school district such insurance is used
generally to cover the professronal acts of the district’s
doctors or nurses.

Master policy~A policy in wmch all general conditions are
set forth and under which certificates referring to the

- master policy and describing the part1cular transactions
are sent to individual insureds.

Medical’ payments insurance—A form of accident insurance
designed to cover to a specified limit the cost of medical
expenses ~incurred by or for any person who sustains
bodily injury caused by an accident, even thgugh the

- insured is not legally liable.

Mutual company—An insurance company orgamzed as an

association of the insured without other owners or

1=
~
-

" Policy, msurance—'l'he agreement or contract between the

'IPnncrpaI(s}—Thc party or partres to whom a contract is

: ¥
stockholders. Claims are to be paid’ from premiums and o
surplu' If claims and expenses exceed income, policy-
holders are sub]ect to assessment except where nonas-
sessable policies are issued. ' S
Name-schedule ﬁdeluy bond—A fidelity bond that covers
to a limited. amount the dlshonest acts of employees
designated.by fianie in the bond.
Negligence=Failure to act as a réasonably prudent persort;
. would be expeCted to act under similar circumstancés.
Since this definition is subject to very broad interpreta-
tions and since the school district is potentially liable for
the negligence of its éfficers and employees, potential
exposure of a school district to habthty claims is very |
gl'eat ;
Nonconcurrency-—Var;atron in the terms of separate pohcres .
written to cover the same property or risk. This variation |
represents unacceptable insurance practrce under any_ |
circumstances. .
Obligee—The party in a suretyship contract in whose favor
the bond -is issued. When a school district takes out a
fi dehty bond to protect itself against loss caused by the
- dishonest acts of an employee or employees the school " -
“district is the obligee. - .
Original cost—The actual cost of an 1tem or facility at the
time of original acquisition. .
Package insurance—Multiple coverages combrned for rating
and coverage purposes:
Paid loss-The amount actua' * aid in the final settlement A
of a loss. s
Partial self- insurance~Combining the concept of insurance ‘
(risk tranference) and self-insurance (risk assumiption).
The amount of liabilityfloss (arising: from risk) to be
self-insured is determined and the remaining ‘habrhty
transfered «to an -insurer by purchasrng an insurance
policy. .
Percentage conmbutmg—'l'he amount that a_ cornsurer
agrees to participate in any loss. . .
Per loss deductible—~The amount of agreed loss that must be
suffered by the policyholder on each and every loss.-

4 ’.\.

insurerand the insured.. - s
Policy rerm—The period of time covered by an insurance.
agreement; for example, fire insurance 1s written on a .
one-year, a three-year, or a five-year basis. ’
Pooling—The sharing of liabilities on some fixed or percent-
age basis. Pools are often established when no single
participant is able to assume the full extent of liability .
and needs others to help share the burden in totalt :
Position-schedule fidelity bond—A bond that covers losses
resulting from the dishonest acts of any inndividual while
he or she is filling one of the positions named in the“
bond.
directed; in a suretyship contract, the party or parties
whose acts are guaranteed; in the case of a school district
fidelity bond, those employees against whose possible
dishonest acts the district is protected from loss. N
Pro-rata cancellation—~Return of an entire unearned pre- .
mium without penalty . .

i2S
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Products I:athrty—Llabllnty for damages resulting from
products manufactured and’ sold, mcludmg items of
food. . .

* Public institutional property form (PIP)-A fire insurance
form désigned for use by schools, other pubhc agencies,
-and churches.

Rate premmm—The unit charge made for insurance prdtec-

. tion, -usually quoted "as the  «charge’ for each $100 of
‘coverags;

- Rate term—The period of time ‘upon which a prermum is

based. Fire insurance is written upon a one-year, a’
three-year, or a five-year basis. The rate for a five-year
policy is computed at 4.4 times the annual rate; the rate’
for a thrée- -year pohc) is2.7 times the annual rate.

Reciprocal exchange—An unmcorporated association of
companies or individuals set up to permit its members to
take out reciprocal insurance.-

Reczprocal insurance—A plan of insurance by which each’
policyholder is an insurer as well as an insufed and is:

liable for the payment of claims for all other insureds
- except where a nonassessable policy is issued; also called

interinsurance.
Reinsurance~The process whereby an insure: may share
risk W1th another insurer by paying to asharing insurer a
. “portionof the premium, dependmg on the share of risk
assumed. Reinsurance is al agreement betWween insurers
" and does not af? fect the rights of a policyholder.

: ‘Relattve value schedule ARVS)~A schedule of units for

»

~

‘'various ‘medical procedures arid services to which dollar
.values are assigned. .
Replacement cost—The current market cost of replaclng.an

item or "a facility, such™as—a “building o) or a part of .a Joss_caused_by..the_dishonest or criminal -acts of an *
. building,  with" a ! ney item or facility that is 1d°nt1cal or-

essentially similar in kind.

" Replacement insurance—See Depreciation insurance.

"Reserve~Funds set aside to - -provide payment for antx—

*  cipated losses. (See.also Restricted reserve.)
- -Restricted reserve—A reserve' authorized by code which

may be used only to pay specific claims. It is maintained
. as separate from the working funds of, the district and
may not be drawn upon for any purpose other than loss
feimbursement. I
< Retrospective rating—A method of determxmng the ﬁnal
rate/premium for a policy after policy expiration based’
_on the losses developed during the policy period. Most
plans of this type are Jbased on a formula whereby the-
final premium is,a combination of (msurer expenses)
plus (losses developed) subject to certain minimum and
maximum premium limitations.

Rider—An amendment to a policy added at the time of -

issue."
Rtsk—The chance of loss. Speclﬁcally, the poss1ble loss or
" destrction of property or the possible incurring of a
"liability,
_Risk management—The method of mu'umxzxng the adverse
* effects of risk at minimum cost through its identifica-
tion, measurement, and control. s

‘Robbery—'l’he felonious abstraction of property by Tmeans,

of personal violence or threat of personal violence. ‘An

’ -

Q

(¢

¢ 3

~ armed xholdu'p is an éxample of robbery. However, even
though a weapon.is not used, robbery is still committed -
if violence or threat of violence is present. -

Self-Insurance (permissively uninsured)—The “posltive" act
of identifying risks and setting aside reserves to meet the

anticipated liability/losses arising from such risks. *

Short-rate cancellation~A penalty charge against an I

unearned premium when a pollcy is cancelled: by the
. insured.

_ Sound value—See fnsurable value N %

x

Standard form—A policy form generally in use, or in some,
instances, such as workers’ compensation, a policy form
prescribed by law.-

Statement of valges—A formal statement made to-an
insure* r rating bureau, setting forth the insurable value

or properties that are to be insured. o

Stipulated value—A value, agreed to by both parties to a
contract. When a stipulated value clause is a part of a‘fire
insurance contract, the insured ‘and-the insurer agree to
accept a speclﬁcally stated. value as the amount of

. insurance that will meet.average-clause requirements as
long as the covered aclhtles are not modlﬁed or added
to. ¢

Stock company—An insurance, company with ownershlp
vested in stockholders. .

Subrogation—The right of an.insurer to recover from a third
party. | . . .

Surety—A company or 1nd1v1dual that guarantees to a
second party the performancé of a thud party. The nrost
common kind of suretyship is exercised through "the
fidelity bend, by which an employer is protected against .

employee, officer, or agent.

Surety bond—A contract'by which a company or 1ndmdual ’
guarantees a second party against loss due to acts or
omissions of a third party. Common examples of surety
-bonds are the. ﬁdehty bond and the falthful performance
bord.

Tax-sheltered annurty-—An annuity purchased under Sec-
tion 403(bJ of the Internal Revenue Code to defer tax

- op a portion ofincome.

" The tail of losses=The length of time between the date of ,

Theft—A broad term that includes crlmmal abstractlon of :
property by stealth when no sxgns of vmlence or forced .

entry-are apparent.

occurrence and final settlement of'the loss.
- Tort—Any wrongful act not invelving a breach of contract
but resulting in personal damages for which civil aétion

may be taken. In contrast’ to a crinfe, which is a *' *

wrongful act directed against society generﬁly, atortisa
wrong directed against a person or persons. However, an

injury to a person resulting from another’s drunken
driving.

Unéarned premtum—A prem1um apphed to an uneXplred
period of coverage. .

*Vandalism—~The wilifdl or maliciams physical injury to or
destruction of property.

Waiver—The voluntary deletion of any part of coverage in
the terms of a policy. ,_/a
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act may at the same tinfe be a.crime’and a tort;e.g., dn
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